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Leslie H. Wexner 


DEAR PARTNER, 


Let me start by sharing a 
conversation | had recently 
with our leadership team. 


They are a talented group. Proud. 
Experienced. Results oriented. And they 
were understandably dissatisfied with our 
performance in 2007. | thought long and hard 
about what | would say to them ... and why. 


My job is to lead. To balance short-term 
results against the long-term. To get us ready, 
not just for the coming year, but for the next 
10 to 20 years and beyond. To force thinking— 
to get us to the future, while making sure we 
are winning—NOW, each and every day. 
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To lead, you need a clear 
sense of where you were, 
where you are and where 
you’re going. 


You must have a vision for the business, and, 
importantly, agreement about the objectives, 
an organizational structure built to achieve 
them, and the alignment, focus and talent to 
make the vision become reality. 


Our vision is clear: to make our customers 
feel sophisticated, forever young and sexy. 
We have created brands with the highest 
emotional content in specialty retailing. 


Our growth imperatives are also clear: 

to grow our core brands in current channels 
and geographies, extend them into larger 
footprints, new channels and geographies, 
and incubate and grow new brands in our 
current channels. 


To do all this we need to build the 
infrastructure and capabilities, proactively 
manage our capital structure and be a top 
destination for talent. 


That’s the vision, and the path to achieve it. 


It was important that everyone in the business 


understood. Starting with our leaders. 


As | sat down with our executive team, 
| wanted to make a few things very clear. 


« We expect top-tier performance. Period. 

¢ We aren’t going to just talk about 
fundamentals. We are going to execute 
them. Flawlessly. 

« Where we have problems, they are self- 
inflicted. No excuses, no victims ... we take 
the responsibility and we fix the problems. 

¢ Likewise, our opportunities are self-created. 


| also wanted to give the 
leaders my take on the year 
past, and the year ahead. 


Looking at last year is useful as it gives us 
insight into the future. And in that context, 
many good things, consistent with our 
long-term growth plans, were accomplished 
in 2007: 


* We sold a majority interest in Express 
and Limited Stores (our retail apparel 
businesses). 


« We acquired La Senza, expanding our 
position as the dominant lingerie retailer in 
North America and giving us experience 
and insights into international markets. 


¢ We successfully added Victoria’s Secret 
Beauty product to La Senza stores in 
Canada, further proving the market 
acceptance of Victoria’s Secret in Canada. 


« We opened a new distribution center for 
Victoria’s Secret Direct (one that will 
support us for the next 20 years). 


* We implemented and fully stabilized more 
sophisticated supply chain systems and 
processes at Bath and Body Works, critical 
at our current size, and imperative to the 
speed and agility we need for future 
domestic and international growth. 


We resized and realigned the enterprise 
while significantly shrinking our workforce 
to match the needs of the reshaped 
enterprise, making sure we are lean 

and efficient. 


We began to work on our international 
growth in earnest, recognizing the global 
potential of our lingerie and personal care 
and beauty brands, significant to our future. 


We refinanced the company, repurchasing 
$1.4 billion of shares while taking on an 
additional $1.25 billion in debt. 


And our associates at every level donated 
their time and money to communities where 
we live and work around the world. 
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| told our leadership that we begin 2008 

in a good place. We are sorted out. The 
foundation is set. Our agenda and focus are 
crystal clear, and we have a number of 
weapons in our arsenal as we begin 2008: 


¢ Victoria’s Secret and Bath and Body Works 
are among the top five U.S. specialty 
retailers in sales and productivity, and both 
have global recognition and sales potential. 
Victoria’s Secret has over 60 million 
customers, and Bath and Body Works has 
major opportunity in home fragrance and 
candles, a market they lead, and one they 
can dominate. 


¢ Victoria’s Secret, Pink and La Senza are the 
three largest lingerie brands in the world. 


¢ We continue to demonstrate the ability to 
create new brands like Pink—perhaps the 
fastest growing specialty retail brand in 
history, and, amazingly, the #1 most visited 
brand on “MySpace”! 


Victoria’s Secret Beauty and Bath and 
Body Works total sales make us the fifth 
largest beauty and personal care company 
in North America, and we are already doing 
significant volume globally with enormous 
growth potential. 


¢ Henri Bendel has shown real promise as 
a sophisticated accessories-based brand, 
a high-margin opportunity, and we are 
planning on opening three to five additional 
stores in 2008. 


* Our direct business does almost $1.5 billion 
in sales, proof positive that we have 
significant direct and internet ability (over 
two million people visit the Victoria’s Secret 
website daily). This expertise will serve our 
brands well in the future, and we have the 
physical capacity to help them grow. 


¢ We are in over 2,600 stores in the U.S., 300 
stores in Canada, and almost 470 La Senza 


stores in 40 countries. 


Pink is the #1 
most visited 
brand on 
“MySpace” with 
over 200,000 
“friends.” 
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egments that we dominate 
domestically and globally. 


for retail. So our financial planning will be 
conservative: tight control of everything from 


inventories to expenses to capital investments. 


But at the same time, we are aggressively 
pushing innovation in the things we sell and 
how we sell them. Pushing imagination and 
creativity harder than ever. In a challenging 
environment, strong, best brands win—and 
win big—gaining market share in the process. 
These should be very good times for us. 
We can be financially conservative and still 
make strong brands even stronger: the 
biggest, most popular brands of their kind 
in the world. 


Which is exactly the charge | gave to 
our leadership. 


We know that 2008 will be a challenging year 


The past is behind us. It can’t be chang 
But we can, and we must, impact the 
| told them to think like shopkeepers; to 
on the customer experience; to bring 
brand’s emotional story to life. To dis 
resources and inventory and mind-shar 
big ideas. To concentrate on opportun 
and not get distracted by the small s 
To not just spend time in stores, but to 
even harder to know the customer, rea 
her, like a friend, and give her what she 
newness, freshness, fun, sexy, never-se: 
before, got-to-have-it products—be it ling 
or beauty—all with high emotional value. 


The Victoria’s 
Secret Super 
Bowl commercial 
became the 
single most- 
watched 
commercial in 
history with 
103.7 million 
viewers. 
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| told them to mix it up. Do things like we’ve 
never done them before. Not for the sake 

of doing, but because they’re worth doing. 

| asked them to free themselves up, to look 

at the world differently, to avoid distractions, 
and to focus, focus, focus on the fundamentals 
of this wonderful business. And | told them to 
pull together, working toward a common goal. 


The year 2007 was an important, 
transformational one. It was a year when 

we did what we needed to do to get to next. 
As we begin this year, we have a laser-like 
focus on performance—no ifs, ands or buts. 
We have the talent, the real estate, the capital, 
the opportunity and, most importantly, the 
brands to win. | wouldn’t trade places with 
anyone ... and | look forward to the enormous 
opportunities of tomorrow. 


We’ve done the things necessary to prepare 
to win. Now we just have to do it. 


Sincerely, 


Leslie H. Wexner 
Chairman and Chief Executive Officer 
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PARTI 


ITEM 1. BUSINESS. 
FORWARD-LOOKING STATEMENTS. 


Limited Brands, Inc. (the “Company” cautions that any forward-looking statements (as such term is defined in 
the Private Securities Litigation Reform Act of 1995) contained in this report or made by the Company or 
management of the Company involve risks and uncertainties and are subject to change based on various 
important factors, many of which are beyond our control. Accordingly, our future performance and financial 
results may differ materially from those expressed or implied in any such forward-looking statements. Words 
such as “estimate,” “project,” “plan,” “believe,” “expect,” “anticipate,” “intend,” “planned,” “potential” and 
similar expressions may identify forward-looking statements. 


29 66 99 66 29 66 


A number of important factors could cause our results to differ materially from those indicated by such forward- 
looking statements, including those detailed under the heading, “Risk Factors” in Part I, Item 1A. 


GENERAL. 


We operate in the highly competitive specialty retail business. We are a specialty retailer of women’s intimate 
apparel, beauty and personal care products and accessories under various trade names. We sell our merchandise 
through our retail stores in the United States and Canada, which are primarily mall-based, and through 
e-commerce and catalogue direct response channels. 


FISCAL YEAR. 


Our fiscal year ends on the Saturday nearest to January 31. As used herein, “2008” and “2007” refer to the 52 
week periods ending January 31, 2009 and February 2, 2008, respectively. “2006” refers to the 53 week period 
ended February 3, 2007. “2005” and “2004” refer to the 52 week periods ended January 28, 2006 and January 29, 
2005, respectively. 


DESCRIPTION OF OPERATIONS. 


As of February 2, 2008, we conducted our business in two primary segments: Victoria’s Secret and Bath & Body 
Works. 


VICTORIA’S SECRET 


The Victoria’s Secret segment sells women’s intimate and other apparel, personal care and beauty products and 
accessories marketed under the Victoria’s Secret and La Senza brand names. Victoria’s Secret merchandise is 
sold through retail stores, its e-commerce site, www. VictoriasSecret.com, and catalogue. Through its e-commerce 
site and catalogue, certain of Victoria’s Secret’s merchandise may be purchased worldwide. La Senza products 
may also be purchased through its e-commerce site, www.LaSenza.com. 


In January 2007, we completed our acquisition of La Senza Corporation (“La Senza’). La Senza is a Canadian 
specialty retailer offering lingerie and sleepwear as well as apparel for girls in the 7-14 year age group. In 
addition, independently owned La Senza stores operate in 40 other countries. The results of La Senza are 
included in the Victoria’s Secret segment. For additional information, see Note 3 and Note 18 to the Consolidated 
Financial Statements included in Item 8. Financial Statements and Supplementary Data. 


The Victoria’s Secret segment had net sales of $5.607 billion in 2007 and operated 1,020 stores in the United 
States and 312 stores in Canada. 


BATH & BODY WORKS 


The Bath & Body Works segment sells personal care, beauty and home fragrance products marketed under the 
Bath & Body Works, C.O. Bigelow and White Barn Candle Company brand names in addition to third-party 
brands. Bath & Body Works merchandise is sold through retail stores, its e-commerce site, 
www.bathandbodyworks.com, and catalogue. 


The Bath & Body Works segment had net sales of $2.494 billion for 2007 and operated 1,592 stores in the 
United States. 


APPAREL 


Prior to the second quarter of 2007, we also operated an Apparel segment which consisted of Express and 
Limited Stores. In July 2007, we completed the divestiture of 75% of our ownership interest in Express to 
affiliates of Golden Gate Capital for a pretax gain of $302 million. In August 2007, we completed the divestiture 
of 75% of our ownership interest in Limited Stores to affiliates of Sun Capital for a pretax loss of $72 million. As 
of February 2, 2008, we no longer had a reportable Apparel segment, however, we retain a 25% ownership 
interest in both Express and Limited Stores. 


OTHER 
Other consists of the following: 


e Henri Bendel, operator of two specialty stores in New York, New York and Columbus, Ohio which feature 
fashion and personal care products for sophisticated women; 


e Mast, an apparel importer serving Victoria’s Secret and third party customers; 


¢ Beauty Avenues, a personal care sourcing company serving Victoria’s Secret, Bath & Body Works and third 
party customers; and 


¢ Corporate functions including non-core real estate, equity investments and other administrative functions 
such as treasury, tax and other centralized functions related to store design and real estate. 


In July 2007, we closed our six Diva London concept stores which sold accessories to a target market of women 
ages 18 to 34. 


For additional information about our business, including our net sales and profits for the last three years and 
selling square footage, see Item 7. Management’s Discussion and Analysis of Financial Condition and Results of 
Operation. For the financial results of our reportable segments, see Note 18 to the Consolidated Financial 
Statements in Item 8. 


SUMMARY OF COMPANY-OWNED RETAIL LOCATIONS 


The following chart provides the retail businesses and the number of our company-owned retail stores in 
operation for each business as of February 2, 2008 and February 3, 2007. 


February 2, February 3, 
2008 2007 


Victoria’s Secret 
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(a) In September 2007, we restated the La Senza store count from 323 to 291 as of February 3, 2007 to conform 
to our location count methodology. 

(b) As of February 2, 2008, we no longer have a reportable Apparel segment due to the 75% divestitures of our 
ownership interests in Express and Limited Stores as of July 2007 and August 2007, respectively. 


The following table provides the changes in the number of our company-owned retail stores operated for the past 
five fiscal years: 


Acquired/ 
Beginning Divested 
hee Jae, oo See eee 
DOOD A ifisee wspipiiete wigavanite de demesescsnton 3,766 129 (100) (869)(a) 2,926 
2006: 2255. b oii cbacs eurimennts 3,590 52 (169) 293(b) 3,766 
ZOOS. asin coins vie erie dedteae sy Bs dees g he 3,779 50 (239) — 3,590 
2004 ses. cdea Seek Scab Ewe cae 3,911 39 (171) — 3,779 
DOOB dice ges she mo dagvenace b teaeceanhes 4,036 24 (149) — 3,911 


(a) Represents stores related to the 75% divestitures of our ownership interests in Express and Limited Stores as 
of July 2007 and August 2007, respectively. 

(b) Represents stores acquired in the La Senza acquisition on January 12, 2007. In September 2007, we restated 
the La Senza store count from 325 to 293 as of January 12, 2007 to conform to our location count 
methodology. 


ADDITIONAL INFORMATION 


During 2007, we purchased merchandise from over 1,000 suppliers located throughout the world. In addition to 
purchases through Mast and Beauty Avenues, we purchase merchandise directly in foreign and domestic 
markets. Excluding Mast and Beauty Avenues, no supplier provided 10% or more of our merchandise purchases. 


Most of the merchandise and related materials for our stores are shipped to our distribution centers in the 
Columbus, Ohio area. We use a variety of shipping terms that result in the transfer of title to the merchandise at 
either the point of origin or point of destination. 


Our policy is to maintain sufficient quantities of inventories on hand in our retail stores and distribution centers 
to enable us to offer customers an appropriate selection of current merchandise. We emphasize rapid turnover 
and take markdowns as required to keep merchandise fresh and current. 


Our operations are seasonal in nature and consist of two principal selling seasons: Spring (the first and second 
quarters) and Fall (the third and fourth quarters). The fourth quarter, including the holiday season, accounted for 
approximately one-third of net sales for 2007, 2006 and 2005. Accordingly, cash requirements are highest in the 
third quarter as our inventories build in advance of the holiday season. 


We and our products are subject to regulation by various federal, state, local and international regulatory 
authorities. We are subject to a variety of customs regulations and international trade arrangements. 


Our trademarks and patents, which constitute our primary intellectual property, have been registered or are the 
subject of pending applications in the United States Patent and Trademark Office and with the registries of many 
foreign countries and/or are protected by common law. We believe our products and services are identified by 
our intellectual property and, thus, our intellectual property is of significant value. Accordingly, we intend to 
maintain our intellectual property and related registrations and vigorously protect our intellectual property assets 
against infringement. 


COMPETITION. 


The sale of intimate apparel, personal care and beauty products and accessories through retail stores is a highly 
competitive business with numerous competitors, including individual and chain specialty stores, department 
stores and discount retailers. Brand image, marketing, design, price, service, assortment and quality are the 
principal competitive factors in retail store sales. Our direct response businesses compete with numerous national 
and regional e-commerce and catalogue merchandisers. Image presentation, fulfillment and the factors affecting 
retail store sales discussed above are the principal competitive factors in e-commerce and catalogue sales. 


ASSOCIATE RELATIONS. 


On February 2, 2008, we employed approximately 97,500 associates, 78,100 of whom were part-time. In 
addition, temporary associates are hired during peak periods, such as the holiday season. 


EXECUTIVE OFFICERS OF THE REGISTRANT. 
Set forth below is certain information regarding our executive officers. 


Leslie H. Wexner, 70, has been our Chairman of the Board of Directors for more than thirty years and our Chief 
Executive Officer since our founding in 1963. 


Martyn R. Redgrave, 55, has been our Executive Vice President and Chief Administrative Officer since March 
2005. In addition, Mr. Redgrave was our Chief Financial Officer from September 2006 to April 2007. 


Stuart B. Burgdoerfer, 45, has been our Chief Financial Officer since April 2007. 


Sharen J. Turney, 51, has been our Chief Executive Officer and President of Victoria’s Secret Megabrand and 
Intimate Apparel since July 2006. 


Diane Neal, 51, has been our Chief Executive Officer and President of Bath & Body Works since June 2007. 
Jane L. Ramsey, 50, has been our Executive Vice President, Human Resources, since April 2006. 


All of the above officers serve at the discretion of our Board of Directors and are members of our Executive 
Committee. 


AVAILABLE INFORMATION. 


Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, amendments to 
those reports and code of conduct are available, free of charge, on our website, www.LimitedBrands.com. These 
reports are available as soon as reasonably practicable after such material is electronically filed with or furnished 
to the Securities and Exchange Commission. 


ITEM 1A. RISK FACTORS. 


The following discussion of risk factors contains “forward-looking statements,” as discussed in Item 1. These 
risk factors may be important to understanding any statement in this Form 10-K, other filings or in any other 
discussions of our business. The following information should be read in conjunction with Item 7. Management’s 
Discussion and Analysis of Financial Condition and Results of Operation and Item 8. Financial Statements and 
Supplementary Data. 


In addition to the other information set forth in this report, the reader should carefully consider the following 
factors which could materially affect our business, financial condition or future results. The risks described 
below are not our only risks. Additional risks and uncertainties not currently known or that are currently deemed 
to be immaterial may also adversely affect our business, operating results and/or financial condition in a material 
way. 


Our revenue and profit results are sensitive to, and may be adversely affected by, general economic 
conditions, consumer confidence and spending patterns. 


Our growth, sales and profitability may be adversely affected by negative local, regional, national or international 
political or economic trends or developments that reduce the consumers’ ability or willingness to spend, 
including the effects of national and international security concerns such as war, terrorism or the threat thereof. 
Purchases of women’s intimate apparel, apparel, personal care and beauty products and accessories often decline 
during periods when economic or market conditions are unsettled or weak. In such circumstances, we may 
increase the number of promotional sales, which would further adversely affect our profitability. 


Our net sales depend on a high volume of mall traffic and the availability of suitable lease space. 


Many of our stores are located in shopping malls. Sales at these stores are derived, in part, from the high volume 
of traffic in those malls. Our stores benefit from the ability of the mall’s “anchor” tenants, generally large 
department stores, and other area attractions to generate consumer traffic in the vicinity of our stores and the 
continuing popularity of malls as shopping destinations. Sales volume and mall traffic may be adversely affected 
by economic downturns in a particular area, competition from non-mall retailers and other malls where we do not 
have stores and the closing of anchor department stores. In addition, a decline in the desirability of the shopping 
environment in a particular mall, or a decline in the popularity of mall shopping among our target consumers, 
would adversely affect our business. 


Part of our future growth is significantly dependent on our ability to operate stores in desirable locations with 
capital investment and lease costs providing the opportunity to earn a reasonable return. We cannot be sure as to 
when or whether such desirable locations will become available at reasonable costs. 


Our net sales, operating income and inventory levels fluctuate on a seasonal basis. 


We experience major seasonal fluctuations in our net sales and operating income, with a significant portion of 
our operating income typically realized during the fourth quarter holiday season. Any decrease in sales or 
margins during this period could have a disproportionate effect on our financial condition and results of 
operations. 


Seasonal fluctuations also affect our inventory levels, since we usually order merchandise in advance of peak 
selling periods and sometimes before new fashion trends are confirmed by customer purchases. We must carry a 
significant amount of inventory, especially before the holiday season selling period. If we are not successful in 
selling inventory, we may have to sell the inventory at significantly reduced prices or may not be able to sell the 
inventory at all, which in each case may further adversely affect profitability. 


Our ability to grow depends in part on new store openings and existing store remodels and expansions. 


Our continued growth and success will depend in part on our ability to open and operate new stores and expand 
and remodel existing stores on a timely and profitable basis. Accomplishing our new and existing store 
expansion goals will depend upon a number of factors, including the ability to obtain suitable sites for new and 
expanded stores at acceptable costs, the hiring and training of qualified personnel, particularly at the store 
management level, and the integration of new stores into existing operations. There can be no assurance we will 
be able to achieve our store expansion goals, manage our growth effectively, successfully integrate the planned 
new stores into our operations or operate our new, remodeled and expanded stores profitably. 


Our plans for international expansion include risks that could adversely impact our growth. 


We intend to further expand into international markets. The risks associated with our expansion into international 
markets include difficulties in attracting customers due to a lack of customer familiarity with our brands, our lack 
of familiarity with local customer preferences and seasonal differences in the market. In addition, we also have 
risks related to identifying suitable partners for our international expansion. Further, entry into this market may 
bring us into competition with new competitors or with existing competitors with an established market presence. 
We cannot ensure the profitability of our expansion into international markets. These risks could have a material 
adverse effect on our financial condition and results of operations. 


Our licensees could take actions that could harm our business or brand images. 


We have global representation through independently owned La Senza stores operating under license 
agreements. Although we have criteria to evaluate and screen prospective licensees, the amount of control we can 
exercise over our licensees is limited and the quality of licensed operations may be diminished by any number of 
factors beyond our control. Licensees may not have the business acumen or financial resources necessary to 
successfully operate stores in a manner consistent with our standards and may not hire and train qualified store 
managers and other personnel. Our brand image and reputation may suffer materially and our sales could decline 
if our licensees do not operate successfully. 


Our direct channel business includes risks that could have a material adverse effect on our financial 
condition or results from operations. 


Our direct operations are subject to numerous risks that could have a material adverse effect on our operational 
results. Risks include, but are not limited to the (a) diversion of sales from our stores, which may impact 
comparable store sales figures, (b) difficulty in recreating the in-store experience through our direct channels, 
(c) domestic or international resellers purchasing merchandise and re-selling it overseas outside our control and 
(d) risks related to the failure of the systems that operate the web sites and their related support systems, 
including computer viruses, theft of customer information, telecommunication failures and electronic break-ins 
and similar disruptions. Any of these events could adversely affect our business. 


In August 2007, we opened a new distribution center for our Victoria’s Secret Direct business that includes new 
systems, material handling equipment and processes. The ramp-up of the new distribution center to full capacity 
has been very challenging and has resulted in significant delays in shipping and incurrence of additional costs. 
We expect to continue to incur additional costs into 2008 as a result of these operational challenges. 
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Our failure to protect our reputation could have an adverse effect on our brand images. 


Our ability to maintain our reputation is critical to our brand images. Our reputation could be jeopardized if we 
fail to maintain high standards for merchandise quality and integrity. Any negative publicity about these types of 
concerns may reduce demand for our merchandise. Failure to maintain high ethical, social and environmental 
standards for all of our operations and activities or adverse publicity regarding our responses to these concerns 
could also jeopardize our reputation. Failure to comply with local laws and regulations, to maintain an effective 
system of internal controls or to provide accurate and timely financial statement information could also hurt our 
reputation. Damage to our reputation or loss of consumer confidence for any of these reasons could have a 
material adverse effect on our business, financial condition and results of operations, as well as require additional 
resources to rebuild our reputation. 


Our failure to adequately protect our trade names and trademarks could have a negative impact on our 
brand images and limit our ability to penetrate new markets. 


We believe that our trade names and trademarks are an essential element of our strategy. We have obtained or 
applied for federal registration of these trade names and trademarks and have applied for or obtained registrations 
in many foreign countries in which our manufacturers are located. There can be no assurance that we will obtain 
such registrations or that the registrations we obtain will prevent the imitation of our products or infringement of 
our intellectual property rights by others. If any third party copies our products in a manner that projects lesser 
quality or carries a negative connotation, our brand images could be materially adversely affected. 


Our results can be adversely affected by market disruptions. 


Market disruptions due to severe weather conditions, natural disasters, health hazards, terrorist activities or the 
prospect of these events can affect consumer spending and confidence levels and adversely affect our results or 
prospects in affected markets. The receipt of proceeds under any insurance we maintain for these purposes may 
be delayed or the proceeds may be insufficient to fully offset our losses. 


Our stock price may be volatile. 


Our stock price may fluctuate substantially as a result of our quarter to quarter variations in the actual or 
anticipated financial results of other companies in the retail industry or the markets we serve. In addition, the 
stock market has experienced price and volume fluctuations that have affected the market price of many retail 
and other stocks and that have often been unrelated or disproportionate to the operating performance of these 
companies. 


Our failure to maintain our credit rating could negatively affect our ability to access capital. 


The credit ratings agencies have periodically reviewed our capital structure and the quality and stability of our 
earnings. Any negative ratings actions could constrain the capital available to our company or our industry and 
could limit our access to funding for our operations. We are dependent upon our ability to access capital at rates 
and on terms we determine to be attractive. If our ability to access capital becomes significantly constrained, our 
interest costs will likely increase, our financial condition could be harmed and future results of operations could 
be adversely affected. 


We may be unable to service our debt. 


We may be unable to service our outstanding debt or any other debt we incur. Additionally, some of our debt 
related agreements require maintenance of certain financial ratios which limit the total amount we may borrow 
and also prohibit certain types of liens on property or assets. 


Our ability to compete favorably in our highly competitive segment of the retail industry could negatively 
impact our results. 


The sale of intimate and other apparel, personal care products and accessories is highly competitive. We compete 
for sales with a broad range of other retailers, including individual and chain specialty stores, department stores 
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and discount retailers. In addition to the traditional store-based retailers, we also compete with direct marketers 
or retailers that sell similar lines of merchandise and who target customers through e-commerce and catalogues. 
Brand image, marketing, design, price, service, quality, image presentation and fulfillment are all competitive 
factors in both the store-based and direct response channels. 


Some of our competitors may have greater financial, marketing and other resources available. In many cases, our 
competitors sell their products in department stores that are located in the same shopping malls as our stores. In 
addition to competing for sales, we compete for favorable site locations and lease terms in shopping malls. 


Increased competition could result in price reductions, increased marketing expenditures and loss of market 
share, any of which could have a material adverse effect on our financial condition and results of operations. 


Our ability to remain current with fashion trends and launch new product lines successfully could 
negatively impact our results. 


Our success depends in part on management’s ability to effectively anticipate and respond to changing fashion 
preferences and consumer demands and to translate market trends into appropriate, saleable product offerings far 
in advance of the actual time of sale to the customer. Customer demands and fashion trends change rapidly. If we 
are unable to successfully anticipate, identify or react to changing styles or trends or we misjudge the market for 
our products or any new product lines, our sales will be lower potentially resulting in significant amounts of 
unsold finished goods inventory. In response, we may be forced to increase our marketing promotions or price 
markdowns, which could have a material adverse effect on our business. Our brand image may also suffer if 
customers believe merchandise misjudgments indicate we are no longer able to identify and offer the latest 
fashions. 


We may be unable to retain key personnel. 


It is our belief we have benefited substantially from the leadership and experience of our senior executives, 
including Leslie H. Wexner (Chairman of the Board of Directors and Chief Executive Officer). The loss of the 
services of any of these individuals could have a material adverse effect on our business and prospects. 
Competition for key personnel in the retail industry is intense and our future success will also depend on our 
ability to recruit, train and retain other qualified key personnel. 


We may be unable to attract, develop and retain qualified employees and manage labor costs. 


We believe our competitive advantage is providing a positive, engaging and satisfying experience for each 
individual customer, which requires us to have highly trained and engaged employees. Our success depends in 
part upon our ability to attract, develop and retain a sufficient number of qualified employees, including store 
personnel. The turnover rate in the retail industry is high and qualified individuals of the requisite caliber and 
number needed to fill these positions may be in short supply in some areas. Competition for such qualified 
individuals could require us to pay higher wages to attract a sufficient number of employees. Our inability to 
recruit a sufficient number of qualified individuals in the future may delay planned openings of new stores or 
affect the speed with which we expand. Delayed store openings, significant increases in employee turnover rates 
or significant increases in labor costs could have a material adverse effect on our business, financial condition 
and results of operations. 


We rely significantly on foreign sources of production and maintenance of operations in foreign countries. 


We purchase intimate apparel merchandise directly in foreign markets and in the domestic market, some of 
which is manufactured overseas. We do not have any material long-term merchandise supply contracts. Many of 
our imports are subject to a variety of customs regulations and international trade arrangements, including 
existing or potential duties, tariffs or safeguard quotas. We compete with other companies for production 
facilities. 


We also face a variety of other risks generally associated with doing business in foreign markets and importing 
merchandise from abroad, such as: 


¢ political instability; 

* imposition of duties, taxes and other charges on imports; 
e legal and regulatory matters; 

e currency and exchange risks; 


¢ local business practice and political issues, including issues relating to compliance with domestic or 
international labor standards which may result in adverse publicity; 


¢ potential delays or disruptions in shipping and related pricing impacts; 
e disruption of imports by labor disputes; and 


e changing expectations regarding product safety due to new legislation. 


New initiatives may be proposed impacting the trading status of certain countries and may include retaliatory 
duties or other trade sanctions which, if enacted, would limit or reduce the products purchased from suppliers in 
such countries. 


In addition, significant health hazards, environmental hazards or natural disasters may occur which could have a 
negative effect on the economies, financial markets and business activity. Our purchase of merchandise from 
these manufacturing operations may be affected by this risk. 


Our future performance will depend upon these and the other factors listed above which are beyond our control 
and may have a material adverse effect on our business. 


Our manufacturers may not be able to manufacture and deliver products in a timely manner and meet 
quality standards. 


We purchase products through contract manufacturers and importers and directly from third-party manufacturers. 
Similar to most other specialty retailers, we have narrow sales window periods for much of our inventory. 
Factors outside our control, such as manufacturing or shipping delays or quality problems, could disrupt 
merchandise deliveries and result in lost sales, cancellation charges or excessive markdowns which could have a 
material adverse effect on our financial condition and results of operations. 


Our results may be adversely affected by fluctuations in the price of oil. 


Prices of oil have fluctuated dramatically in the past. These fluctuations may result in an increase in our 
transportation costs for distribution, utility costs for our retail stores and costs to purchase product from our 
manufacturers. A continual rise in oil prices could adversely affect consumer spending and demand for our 
products and increase our operating costs, both of which could have a material adverse effect on our financial 
condition and results of operations. 


We may be adversely impacted by increases in costs of mailing, paper and printing. 


Postal rate increases and paper and printing costs will affect the cost of our order fulfillment and catalogue and 
promotional mailings. We rely on discounts from the basic postal rate structure, such as discounts for bulk 
mailings and sorting. Future paper and postal rate increases could adversely impact our earnings if we are unable 
to pass such increases directly onto our customers or by implementing more efficient printing, mailing, delivery 
and order fulfillment systems. 


We significantly rely on our ability to implement and sustain information technology systems. 


Our success depends, in part, on the secure and uninterrupted performance of our information technology 
systems. Our computer systems as well as those of our service providers are vulnerable to damage from a variety 
of sources, including telecommunication failures, malicious human acts and natural disasters. Moreover, despite 
network security measures, some of our servers and those of our service providers are potentially vulnerable to 
physical or electronic break-ins, computer viruses and similar disruptive problems. Additionally, these types of 
problems could result in a breach of confidential customer information which could result in damage to our 
reputation and/or litigation. Despite the precautions we have taken, unanticipated problems may nevertheless 
cause failures in our information technology systems. Sustained or repeated system failures that interrupt our 
ability to process orders and deliver products to the stores in a timely manner or expose confidential customer 
information could have a material adverse effect on our results of operations, controls and reporting. 


In addition, we are currently implementing modifications and upgrades to the information technology systems for 
merchandise, sourcing, distribution, e-commerce and support systems, including finance. Modifications involve 
replacing legacy systems with successor systems, making changes to legacy systems or acquiring new systems 
with new functionality. We are aware of inherent risks associated with replacing these systems, including 
accurately capturing data and system disruptions. The launch of these successor systems will take place in a 
phased approach over an approximate five year period that began in 2005. Information technology system 
disruptions, if not anticipated and appropriately mitigated, could have a material adverse effect on our operations. 


We may fail to comply with regulatory requirements. 


As a public company, we are subject to numerous regulatory requirements. Our policies, procedures and internal 
controls are designed to comply with all applicable laws and regulations, including those imposed by the 
Sarbanes-Oxley Act of 2002, the Securities and Exchange Commission and the New York Stock Exchange (the 
“NYSE”). Failure to comply with such laws and regulations could have a material adverse effect on our 
reputation, financial condition and on the market price of our common stock. 


ITEM 1B. UNRESOLVED STAFF COMMENTS. 
Not applicable. 


ITEM 2. PROPERTIES. 


The following table provides the location, use and size of our distribution, corporate and product development 
facilities as of February 2, 2008: 


Approximate 

Square 

Location Use Footage 
Columbus, Ohio ................ 0.000000. Corporate, distribution and shipping 6,436,000 
New York, New York ................0055 Office, sourcing and product development/design 579,000 
Montreal, Quebec, Canada................. Office, distribution and shipping 424,000 
Ketterns; OMG oo. ocec awa n en gee eeeueee Call center 100,000 
Rio Rancho, New Mexico ................. Call center 75,000 
HONG Kong: 5:2 cms Qaeda hee waa nee eee Office and sourcing 68,000 
Paramus, New Jersey .............0-0-0005 Research and development and office 20,000 
Various foreign locations .................. Office and sourcing 86,000 
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United States 


Our business is principally conducted from office, distribution and shipping facilities located in the Columbus, 
Ohio area. Additional facilities are located in New York, New York; Kettering, Ohio; Rio Rancho, New Mexico 
and Paramus, New Jersey. 


Our distribution and shipping facilities consist of seven buildings located in the Columbus, Ohio area. These 
buildings, including attached office space, comprise approximately 6.4 million square feet. 


As of February 2, 2008, we operate 2,614 retail stores located in leased facilities, primarily in malls and shopping 
centers, throughout the United States. A substantial portion of these lease commitments consist of store leases 
generally with an initial term of ten years. The leases expire at various dates between 2008 and 2024. 


Typically, when space is leased for a retail store in a shopping center, we supply all improvements, including 
interior walls, floors, ceilings, fixtures and decorations. The cost of improvements varies widely, depending on 
the design, size and location of the store. In certain cases, the landlord of the property may provide an allowance 
to fund all or a portion of the cost of improvements serving as a lease incentive. Rental terms for new locations 
usually include a fixed minimum rent plus a percentage of sales in excess of a specified amount. We usually pay 
certain operating costs such as common area maintenance, utilities, insurance and taxes. For additional 
information, see Note 13 to the Consolidated Financial Statements included in Item 8. Financial Statements and 
Supplementary Data. 


International 
Canada 
Our international business is principally conducted from owned and leased office, distribution and shipping 


facilities located in the Montreal, Quebec area. Additional leased office facilities are located in Toronto, Ontario. 


Our distribution and shipping facilities consist of two buildings located in the Montreal, Quebec area. These 
buildings, including attached office space, comprise approximately 324,000 square feet. Additionally, we lease 
additional office facilities in the Montreal area comprised of approximately 100,000 square feet. 


As of February 2, 2008, we operate 312 retail stores located in leased facilities, primarily in malls and shopping 
centers, throughout the Canadian provinces. A substantial portion of these lease commitments consist of store 
leases generally with an initial term of ten years. The leases expire at various dates between 2008 and 2018. 


Other International 
As of February 2, 2008, we also have global representation through 467 independently owned “La Senza” and 


“La Senza Girl” stores operating in 40 countries under 12 license agreements. 


We also operate small sourcing-related office facilities in various foreign locations. 


ITEM 3. LEGAL PROCEEDINGS. 


We are a defendant in a variety of lawsuits arising in the ordinary course of business. Plaintiffs may seek to 
recover large and sometimes unspecified amounts or other types of relief and some matters may remain 
unresolved for several years. Although we are unable to predict with certainty the eventual outcome of any 
litigation, in the opinion of management, our legal proceedings are not expected to have a material adverse effect 
on our financial position or results of operations. 


ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS. 
Not applicable. 
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PART II 


ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER 
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES. 


Our common stock (“LTD”) is traded on the New York Stock Exchange. On February 2, 2008, there were 
approximately 75,000 shareholders of record. However, including active associates who participate in our stock 
purchase plan, associates who own shares through our sponsored retirement plans and others holding shares in 
broker accounts under street names, we estimate the shareholder base to be approximately 175,000. 


The following table provides our quarterly market prices and cash dividends per share for 2007 and 2006: 


Market Price Cash Dividend 
High Low Per Share 

2007 

Fourth quartets. 5 es iinet teas oats tags ae ee age ae $21.92 $14.82 $0.15 
Third: quarter 0c sasd hoeaee a ia e eee oe ae 24.85 20.73 0.15 
SECON GUANER scsi sess dis aud ge eevee deg ake bald aealbadnees 29.30 22.81 0.15 
Farst qu anter i oo-c06 Swe Goede tye lea diese aoe es 29.88 24.87 0.15 
2006 

Fourth:quatter® 2 ict cnc cbhe seeded daeit Sabai aes $32.60 $26.16 $0.15 
Third: Quarter’ ..0s soc.0c 9k koa ohh behead aoa ee 29.74 24.21 0.15 
SECONG: QUAN ER hhc. d eek coe ee ae eS Sb ape ade 28.48 23.54 0.15 
PIst-qQUamters: ..5cseeeie sean cos obiwerb een be ea eked eae: 29.95 22.80 0.15 
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The following graph shows the changes, over the past five-year period, in the value of $100 invested in our 
common stock, the Standard & Poor’s 500 Composite Stock Price Index and the Standard & Poor’s 500 Retail 
Composite Index. The plotted points represent the closing price on the last day of the fiscal year indicated. 


COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN* 
AMONG LIMITED BRANDS, INC., THE S&P 500 INDEX AND THE S&P RETAIL COMPOSITE 
INDEX 


*$100 INVESTED IN STOCK OR IN INDEX AT THE CLOSING PRICE ON 2/1/03 — INCLUDING 
REINVESTMENT OF DIVIDENDS. 


Comparison of Cumulative Five Year Total Return 


D 
oO 
L 
L 
A 
R 
Ss 


2/01/03 1/31/04 1/29/05 1/28/06 2/03/07 2/02/08 


—a— Limited Brands, Inc.- - @- - S&P 500 Index— #- —S&P 500 Retailing 


The following table provides our repurchases of our common stock during the fourth quarter of 2007: 


Total Number Maximum 
of Shares Number of Shares 
Total Purchased as (or Approximate 
Number of Average Price Part of Publicly Dollar Value) that May 
Shares Paid Per Announced Yet be Purchased 
Period Purchased(a) Share(b) Programs(c) Under the Programs(c) 
(in thousands) (in thousands) 
November 2007 s0-0:26-d40-.3.888 Ho eatin dee ee dis 3,343 $19.16 3,342 $282,485 
December 2007 esc-og-sctses dda. esaw-e pod bs ees 3,455 19.00 3,451 216,929 
Jantlary 2008 s.ccescng acheter caked tweets 4,079 16.45 4,079 149,835 
MOA s25, eed sgn tndetdisd ede Bee Ses ede Sn doess He Se SSS 10,877 18.09 10,872 149,835 


(a) The total number of shares repurchased primarily includes shares repurchased as part of publicly announced programs, 
with the remainder relating to shares repurchased in connection with (i) tax payments due upon vesting of employee 
restricted stock awards, and (11) the use of our stock to pay the exercise price on employee stock options. 

(b) The average price paid per share includes any broker commissions. 

(c) For additional share repurchase program information, see Note 16 to the Consolidated Financial Statements included in 
Item 8. Financial Statements and Supplementary Data. 
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ITEM 6. SELECTED FINANCIAL DATA. 


Fiscal Year Ended 
February 2, February 3, January 28, January 29, January 31, 
2008 2007(a)(b) 2006(c) 2005 2004 


Summary of Operations 


Net Sales g20escc0d)esedi4obddawikhh bend obebhe $10,134 $ 10,671 $ 9,699 $ 9,408 $ 8,934 
GLOSS PLONE siticce beets ee Gee 2S 2 weed SE ede enw 3,542 4,013 3,480 3,394 3,255 
Operating Income (d) ............. 0.00.0 1,110 1,176 986 1,027 963 
Income Before Cumulative Effect of Changes in 

Accounting Principle (€) ........ 20.0.0... eee eee 718 675 666 705 717 


Cumulative Effect of Changes in Accounting 


Principle:(D)(C) 4.2 cinta ae sawdentiadeataeeditd — 1 17 — — 

Net Incomeé:(6) <0 os.00.0d25.60055% 026 88a dew aks 718 676 683 705 717 
(as a percentage of net sales) 

Gross: Profit: icv sta eea ewes vase eae tee ee aks 35.0% 37.6% 35.9% 36.1% 36.4% 
Operating Income ................ 0.0.00 e eee eee 11.0% 11.0% 10.2% 10.9% 10.8% 
Income Before Cumulative Effect of Changes in 

Accounting Principle ........... 0.0.0.0... 200008. 71% 6.3% 6.9% 7.5% 8.0% 
Per Share Results 


Net Income per Basic Share: 
Income Before Cumulative Effect of Changes in 
Accounting Principle ..................204. $ 191 $ 171 $ 166 $ 1.50 $ 1.38 
Net Income per Basic Share .................. 1.91 1.71 1.70 1.50 1.38 
Net Income per Diluted Share: 
Income Before Cumulative Effect of Changes in 


Accounting Principle ................-0000- $ 189 $ 168 $ 162 $ 147 $ 1.36 
Net Income per Diluted Share ................. 1.89 1.68 1.66 1.47 1.36 
Dividends per Share (f) 2.0.0... 00. ccc eee eee $ 060 $ 060 $ 060 $ 1.71 $ 0.40 
Weighted Average Diluted Shares Outstanding 
(in THUONS) oe ain Basen eared ene need OER eR eAS 380 403 411 479 526 
Other Financial Information (in millions) 
"TOGA AGSC1S? asc. dep asec tieeeteccrktt Raye ie ele ate wi eienany eatce sie $ 7,437 $ 7,093 $ 6,346 $ 6,089 $ 7,880 
Working Capital ........... 00... e eee eee 1,545 1,062 1,209 1,233 3,045 
Capital Expenditures ......................0.000. 749 548 480 431 293 
Long-term Debts. 22s cde. cae oe heer eld aces 2,905 1,665 1,669 1,646 648 
Other Long-term Liabilities ...................0.0.. 709 520 452 447 444 
Shareholders’ Equity ......... 0.0... c cece eee eee ee 2,219 2,955 2,471 2,335 5,266 
Return on Average Shareholders’ Equity ............ 28% 25% 28% 19% 14% 
Comparable Store Sales (Decrease) Increase (g) ...... (2%) 7% (1%) 4% 4% 
Return on Average Assets ...............0 00200008. 10% 10% 11% 10% 9% 
Debt-to-equity Ratio ........ 0.0... eee eee eee, 131% 56% 68% 10% 12% 
Current Ratios... Shenae Sei ects ete aes 21 1.6 1.8 1.9 3.2 
Stores and Associates at End of Year 
Number of Stores (h) ..... 0.0.0.0... cece eee eee 2,926 3,766 3,590 3,779 3,911 
Selling Square Feet (in thousands) (h) .............. 10,310 15,719 15,332 15,801 16,038 
Number of Associates ......... 000.00. e ee eee eee 97,500 125,500 110,000 115,300 111,100 


(a) Fifty-three week fiscal year. 

(b) On January 29, 2006, we adopted Statement of Financial Accounting Standards No. 123 (revised 2004), 
“Share-Based Payment” (“SFAS 123(R)’”), which requires the measurement and recognition of 
compensation expense for all share-based awards made to employees and directors based on estimated fair 
values on the grant date. For additional information, see Notes 2 and 17 to the Consolidated Financial 
Statements included in Item 8. Financial Statements and Supplementary Data. 
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(c) 


(d) 


(e) 


(f) 
(g) 


(h) 


The cumulative effect of adopting SFAS 123(R) was $0.7 million, net of tax of $0.4 million, and was 
recognized as an increase to net income in the Consolidated Statement of Income as of the beginning of the 
first quarter of 2006. 


During the fourth quarter of 2005, we changed our inventory valuation method. Previously, inventories were 
principally valued at the lower of cost or market, on a weighted-average cost basis, using the retail method. 
Commencing in 2005, inventories are principally valued at the lower of cost or market, on a weighted- 
average cost basis, using the cost method. For additional information, see Note 2 to the Consolidated 
Financial Statements included in Item 8. Financial Statements and Supplementary Data. 


The cumulative effect of this change was $17 million, net of tax of $11 million. This change was recognized 
as an increase to net income in the Consolidated Statement of Income as of the beginning of the first quarter 
of 2005. In addition to the $17 million cumulative impact recognized as of the beginning of the first quarter, 
the effect of the change during 2005 was to decrease net income by $4 million, or $0.01 per diluted share. 


Operating income includes the effect of the following items: 


(i) In 2007, a $302 million gain related to the divestiture of Express, a $72 million loss related to the 
divestiture of Limited Stores, $48 million related to initial recognition of income for unredeemed gift 
cards at Victoria’s Secret, $53 million of expense related to various restructuring activities and $37 
million of gains related to asset sales. For additional information, see the Notes to the Consolidated 
Financial Statements included in Item 8. Financial Statements and Supplementary Data; 

(ii) In 2006, $26 million in incremental share-based compensation expense related to the adoption of SFAS 
123(R). For additional information, see Notes 2 and 17 to the Consolidated Financial Statements 
included in Item 8. Financial Statements and Supplementary Data; 

(iii) In 2005, $30 million related to initial recognition of income for unredeemed gift cards at Bath & Body 
Works and Express. For additional information, see Note | to the Consolidated Financial Statements 
included in Item 8. Financial Statements and Supplementary Data; 

(iv) In 2004, a $61 million charge to correct our accounting for straight-line rent and the depreciation and 
amortization of leasehold improvements and certain landlord allowances. 


In addition to the items previously discussed in (d), net income includes the effect of the following items: 

(i) In 2007, a $100 million pretax gain related to a distribution from Easton Town Center, LLC, a $17 
million pretax gain related to an interest rate hedge and $67 million of favorable tax benefits primarily 
relating to: 1) the reversal of state net operating loss carryforward valuation allowances and other 
favorable tax benefits associated with the Apparel divestitures; 2) a decline in the Canadian federal tax 
rate; 3) audit settlements and 4) other items. For additional information, see the Notes to the 
Consolidated Financial Statements included in Item 8. Financial Statements and Supplementary Data; 

(ii) In 2005, a $77 million favorable one-time tax benefit related to the repatriation of foreign earnings 
under the provisions of the American Jobs Creation Act and $40 million of pretax interest income 
related to an Internal Revenue Service tax settlement. For additional information, see Note 10 to the 
Consolidated Financial Statements included in Item 8. Financial Statements and Supplementary Data; 

(iii) In 2004, pretax non-operating gains of $90 million related to New York & Company and $18 million 
related to Galyan’s Trading Company, Inc.; and 

(iv) In 2003, pretax non-operating gains of $208 million related to Alliance Data Systems Corporation 
(“ADS”). 


In 2004, dividends per share include a special dividend of $1.23 per share. 


A store is typically included in the calculation of comparable store sales when it has been open or owned 12 
months or more and it has not had a change in selling square footage of 20% or more. Additionally, stores of 
a given brand are excluded if total selling square footage for the brand in the mall changes by 20% or more 
through the opening or closing of a second store. 


Number of stores excludes independently owned La Senza stores. 
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
RESULTS OF OPERATION. 


The following discussion and analysis of financial condition and results of operations are based upon our 
Consolidated Financial Statements, which have been prepared in accordance with accounting principles generally 
accepted in the United States of America. The following information should be read in conjunction with our 
financial statements and the related notes included in Item 8. Financial Statements and Supplementary Data. 


Executive Overview 
Strategy 
Our strategy supports and drives our mission to build a family of the world’s best fashion retail brands whose 
well-told stories create loyal customers and deliver sustained growth for our stakeholders. 
To execute our strategy, we are focused on these key strategic imperatives: 
¢ Grow our core brands in current channels and geographies; 
e Extend our core brands into larger footprints and new channels and geographies; 
e Incubate and grow new brands in current channels; 
e Build enabling infrastructure and capabilities; 
¢ Become the top destination for talent; 


e Proactive management of our capital structure. 


2007 Overview 


Overall, we were disappointed with our financial performance in 2007. However, we did accomplish much in 
terms of the execution of our business strategy including: 


e The full stabilization of our new supply chain systems at Bath & Body Works; 

¢ The integration of La Senza, which we acquired at the end of 2006; 

e The divestiture of a majority ownership interest in both Express and Limited Stores; 

e The realignment and resizing of our organization structure and the resulting reduction in our workforce; 


¢ The recapitalization of the business including the issuance of an additional $1.25 billion in debt and the 
repurchase of $1.4 billion of our common shares; 


e The opening of a new distribution center for Victoria’s Secret Direct. 


In addition to the changes outlined above, we also were faced with a number of other challenges during 2007. 
First, disappointing product launches and a downturn in the retail environment put significant pressure on our 
gross profit. As a result, we took actions to reduce our retail inventories by 25% per square foot to minimize our 
financial risk as we enter 2008. Second, it took longer than expected to bring our new Victoria’s Secret 
distribution center for direct channel business up to capacity, resulting in significant incremental costs during the 
second half of the year. As a result of the distribution center challenges, we were forced to take actions to reduce 
the volume of orders in the fourth quarter to protect the customer experience while we worked through the issues. 
In summary, we experienced a number of transformational changes in 2007. However, we believe that these 
changes have prepared us to enter 2008 in a better position to focus on the growth and financial performance of 
our brands. 
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Results of Operations 
Summary of 2007 


Our operating results are generally impacted by changes in the overall U.S. economy and, therefore, we monitor 
the retail environment using, among other things, certain key industry performance indicators such as the 
University of Michigan Consumer Sentiment Index (which measures consumers’ views on the future course of 
the U.S. economy), the National Retail Traffic Index (which measures traffic levels in approximately 1,500 malls 
nationwide) and National Retail Sales (which reflects sales volumes of 5,000 businesses as measured by the U.S. 
Census Bureau). These indices provide insight into consumer spending patterns and shopping behavior in the 
current retail environment and assist us in assessing our performance as well as the potential impact of industry 
trends on our future operating results. Additionally, we evaluate a number of key performance indicators 
including comparable store sales, gross profit, operating income and other performance metrics such as sales per 
average selling square foot and inventory per selling square foot in assessing our performance. 


Operating Income — 2007 and 2006 


The following table provides our segment operating income (loss) and operating income rates (expressed as a 
percentage of net sales) for 2007 in comparison to 2006: 


Operating Income Rate 


2007 2006 2007 2006 
(in millions) 
Victoria's: SEcret sss Gsseuntandi bt dendicte tes $ 772 $ 958 13.8% 18.6% 
Bath & Body Works ..............00-00005 330 456 13.2% 17.8% 
Apparel (4): 240-3ccg0dadees be ddq dade ood 259 27 29.8% 1.2% 
Other (b) 2... . ce cee eens (251) (265) (21.5%) (36.0%) 
LOtaL eins) 2d ecco taty oe Gheeaed o4 heu we dts $1,110 $1,176 11.0% 11.0% 


(a) Express and Limited Stores were divested in July 2007 and August 2007, respectively. Operating income for 
Apparel for 2007 includes a $302 million gain on divestiture related to Express and a $72 million loss on 
divestiture related to Limited Stores. 

(b) Includes Corporate (including non-core real estate, equity investments and other administrative functions 
such as treasury and tax), Mast (an apparel importer which is a significant supplier of merchandise for 
Victoria’s Secret), Beauty Avenues (a personal care sourcing Company serving both Victoria’s Secret and 
Bath & Body Works) and Henri Bendel. 


For 2007, operating income decreased 6% to $1.110 billion and the operating income rate remained flat at 11.0%. 
The changes in operating income in 2007 were primarily driven by the following: 


Victoria’s Secret 
In 2007, Victoria’s Secret’s operating income decreased 19% to $772 million primarily driven by: 


¢ Decreased operating income at Victoria’s Secret Stores primarily in the first half of 2007 as we responded to 


softness in sales by executing promotions and taking markdowns in certain merchandise categories to drive 
traffic; 


e Decreased operating income at Victoria’s Secret Stores primarily related to the 53™ week included in 2006 
results and a merchandise assortment that did not overcome the challenging economic environment in 2007; 


e Decreased operating income at Victoria’s Secret Direct in the second half of 2007 as a result of operational 
limitations and increased costs associated with our new distribution center. We opened the new distribution 
center for the Direct business in August 2007 and it has taken longer than expected to reach planned 


17 


capacity levels. As a result, net sales for Victoria’s Secret Direct decreased due to shipping delays to 
customers and as a result of our decision to constrain the volume of customer orders to protect the customer 
experience. Operating income was also negatively impacted by the increased costs related to stabilizing the 
distribution center; 


e Increased buying and occupancy expenses driven by real estate expansion activities; 


Offset partially by: 


¢ The initial recognition of gift card breakage at Victoria’s Secret of $48 million and the inclusion of La 
Senza’s operating income for the full year in 2007. 


The operating income rate decreased to 13.8% from 18.6% driven by a decline in the gross profit rate due to the 
factors cited above and deleverage of the general, administrative and store operating expense rate. 


Bath & Body Works 


In 2007, Bath & Body Works’ operating income decreased 28% to $330 million primarily driven by a decline in 
net sales consistent with declines in traffic. We responded to the decline in traffic with promotional activities and 
other initiatives to drive sales, which caused a decrease in gross profit. The operating income rate decreased to 
13.2% from 17.8% as a result. 


Apparel 


In 2007, Apparel operating income increased significantly to $259 million primarily due to a pretax gain of $302 
million associated with the divestiture of 75% of our ownership interest in Express. On July 6, 2007, we 
completed the divestiture of 75% of our ownership interest in Express to affiliates of Golden Gate Capital for 
pretax net cash proceeds of $547 million. 


The Express gain was partially offset by a pretax loss of $72 million associated with the divestiture of 75% of our 
ownership interest in Limited Stores. On August 3, 2007, we completed the divestiture of 75% of our ownership 
interest in Limited Stores to affiliates of Sun Capital. As part of the agreement, Sun Capital contributed $50 
million in equity capital to the business and arranged a $75 million credit facility. 


Our remaining investments in Express and Limited Stores are accounted for under the equity method of 
accounting. Accordingly, we recorded 25% Express and Limited Stores results subsequent to the divestiture date 
as Other Income (Loss) in the Consolidated Statements of Income. 


In conjunction with the divestitures, we entered into transition services agreements with Express and Limited 
Stores whereby we provide support to them in various operational areas including merchandise sourcing, 
logistics and technology. The merchandise sourcing arrangement with Mast does have an impact on our segment 
operating results. Prior to the divestitures, Mast’s sales to Express and Limited Stores were eliminated in 
consolidation. Subsequent to the divestitures, we recognize 75% of those sales, resulting in an increase in Other 
sales. The gross profit associated with these sourcing sales is at a lower rate than the gross profit on the Apparel 
retail sales we recognized prior to the divestiture. 


Other 


In 2007, the Other operating loss decreased 5% to $251 million primarily driven by the impact of the realignment 
and resizing of our organization structure. During the second quarter of 2007, we initiated a restructuring 
program designed to resize our corporate infrastructure and to adjust for the impact of the Apparel divestitures. 
This program resulted in the elimination of approximately 500 positions (or 10%) of our corporate and home 
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office headcount through position eliminations and transfers to Express and Limited Stores. Although this 
initiative resulted in severance and other costs totaling $38 million in the second quarter, it provided expense 
reductions in the second half of the year. Additionally, we recognized gains of $25 million in the third quarter 
related to the sale of corporate aircraft. 


Fourth Quarter of 2007 Compared to Fourth Quarter of 2006 


The following table provides our segment operating income (loss) and operating income rates (expressed as a 
percentage of net sales) for the fourth quarter of 2007 in comparison to the fourth quarter of 2006: 


Fourth Quarter Operating Income Rate 


2007 2006 2007 2006 
(in millions) 
Victoria 'S:SECTEUs ig ina nueha chew dodiecsusys, dev ae Siew Gow beac awks lh, die da $370 $404 19.5% 21.7% 
Bath & Body Works ............ 00.0 c eee eee eee eens 301 337 27.9% 28.7% 
Appatel (ay wir sticcye eet eee Spee PA arate alee oe —_— 43 NM 5.8% 
OMER(D): 22050 ntbodeardwe thee dbeddudacuaasdy ands (50) (58) (16.4%) (23.5%) 


Total) 4....c2%a 6 iaig ech Shad eae lei hue tea beens $621 $726 19.0% 18.1% 


(a) Express and Limited Stores were divested in July 2007 and August 2007, respectively. 
(b) Includes Corporate, Mast, Beauty Avenues and Henri Bendel. 
NM Not meaningful 


For the fourth quarter of 2007, operating income decreased 14% to $621 million and the operating income rate 
increased to 19.0% from 18.1%. The change in operating income in the fourth quarter of 2007 was primarily 
driven by the following: 


Victoria’s Secret 


For the fourth quarter of 2007, Victoria’s Secret’s operating income decreased 8% to $370 million primarily 
driven by: 


e Decreased operating income at Victoria’s Secret Direct as a result of operational limitations and increased 
costs associated with our new distribution center; 


e Decreased operating income at Victoria’s Secret Stores primarily related to the 53" week included in 2006 
results and a merchandise assortment that did not overcome the challenging economic environment in 2007; 


e Increased buying and occupancy expenses driven by real estate expansion activities; 


Offset partially by: 
¢ The initial recognition of gift card breakage at Victoria’s Secret of $48 million; 


e The inclusion of La Senza’s operating income for the full quarter in 2007. 


The operating income rate declined to 19.5% from 21.7% as a result of the factors cited above. 


Bath & Body Works 


For the fourth quarter of 2007, Bath & Body Works’ operating income decreased 10% to $301 million which is 
consistent with a decline in net sales. The decline in net sales was due to continued challenges in traffic and 
disappointing holiday and semi-annual sale performance. The operating income rate declined to 27.9% from 
28.7% driven by the impact of lower net sales on the gross profit rate partially offset by a modest decrease in 
general, administrative and store operating expenses. 
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Other 


For the fourth quarter of 2007, the Other operating loss decreased 12% to $50 million primarily driven by lower 
incentive compensation offset by increased technology costs. 


Store Data 
The following tables compare 2007 store data to the comparable periods for 2006 and 2005: 
% Change 
2007 2006 2005 2007 2006 
Sales Per Average Selling Square Foot 
Victoria’s Secret Stores .............. $ 694 $ 731 $ 653 (5%) 12% 
ea Senza (8). ce t2cti2deiualeaaauotns oo tas 529 NM NA NM NM 
Bath & Body Works ................ 655 697 637 (6%) 9% 
Apparel\(D) ncbt ced ett ded vod NM 352 333. NM 6% 
Sales per Average Store (in thousands) 
Victoria’s Secret Stores .............. $3,678 $3,698 $3,224 (1%) 15% 
La Senza: (4). cc totab so eatieedaee tos 1,619 NM NA NM NM 
Bath & Body Works ................ 1,540 1,613 1,453 (5%) 11% 
Apparel\(D): 20.656 s0ce Beane pad ees NM 2,296 2,087 NM 10% 
Average Store Size (selling square feet) 
Victoria’s Secret Stores .............. 5,489 5,111 5,011 T% 2% 
Ia: Senza (A) 2 h0d dered aawmtaeea ods 2,888 NM NA NM NM 
Bath & Body Works ................ 2,370 2,331 2,296 2% 2% 
Apparel\(D): .dc.scc.00 badkeeadohest NM 6,541 6,497 NM 1% 
Total Selling Square Feet (in thousands) 
Victoria’s Secret Stores .............. 5,599 5,126 5,001 9% 3% 
La Senza (a) ns os ececked eaves aces <o 901 944 NA (5%) NM 
Bath & Body Works ................ 3,773 3,604 3,570 5% 1% 
Apparel\(B).. as tp scecedgansae ds pact et NM 6,005 6,724 NM (11%) 


(a) La Senza was acquired on January 12, 2007. 

(b) We no longer have a reportable Apparel segment due to the 75% divestitures of our ownership interests in 
Express and Limited Stores in July 2007 and August 2007, respectively. 

NA Not applicable 

NM Not meaningful 


Victoria’s Secret Bath & Body Works Apparel 
Number of Stores (a) 2007 2006 2005 2007 2006 2005 2007 2006 2005 
Beginning of Year .................. 1,294 998 1,001 1,546 1,555 1,569 918 1,035 1,207 
OPeNned \o soeies Makes id ease cares 62 24 15 67 20 17 — 2 18 
Closed: 22. kediamasigheidd eee dees (24) (21) (d8s& @1) @9) G1) (49) C19) (190) 
Acquired (D) s2 34 este eee tad wedades — 293 
Divested (C) .. 0... 0... e cee eee eee (869) — — 
Bnd Of Year esd cae $44 AGS Re eos 1,332 1,294 998 1,592 1,546 1,555 — 918 1,035 


(a) Excludes Henri Bendel store locations (2 in 2007, 2006 and 2005) and Diva London store locations (0 in 
2007, 6 in 2006 and 0 in 2005). 

(b) Represents stores acquired in the La Senza acquisition on January 12, 2007. In September 2007, we restated 
the La Senza store count from 325 to 293 as of January 12, 2007 to conform to our location count 
methodology. 

(c) Represents stores related to the 75% divestitures of our ownership interests in Express and Limited Stores in 
July 2007 and August 2007, respectively. 
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Fourth Quarter of 2007 Compared to Fourth Quarter of 2006 
Net Sales 


The following table provides net sales for the fourth quarter of 2007 in comparison to the fourth quarter of 2006: 


Fourth Quarter 2007 2006 % Change 
(in millions) 
ViCtOnld: Ss SECC STOKES: ose: ices otis. endde-cepetenbigesc, cra ten dace wieqenoreian, Rebtel od $1,294 $1,349 (4%) 
| EGS =) 1-27 (eta ee ee re 166 23 NM 
Victoria’s Secret Direct: \. cc... ces nec be Oe ere eee he bode CaS Law a eo eka ees 433 492 (12%) 
Total Victoria's Secret, es:i.< 5 cows dic dot See dS $8 Eee wee ba GS wh dees 1,893 1,864 2% 
Bath :& Body Works: .50:44s6 4.2024 bv casdnmede aes eae oudeas tena hese es 1,080 1,175 (8%) 
XPress (D)\. x eccte alec aidgree hg duce ead Gea Soh e Leone Fea eal aes belae Bes — 589 NM 
Limited Stores! (D). s.sc:i6.0:¢ch00b Goce eda dae rede bend died bestasea dad eed — 155 NM 
Total Appatel (Db). it. oic nieve oh Lela atewtiwaeideethdeo ied geiadecd —_ 744 NM 
OUD (C)* 6-65-6584. 4-2 eae twee eed eo ea eh SS Sa ae ea 303 242 25% 
Wotal Net. Sales) fs dr.-s.c-eceoeace seeresses aati eaes ath Baca tty od alte week eeresnrace doh $3,276 $4,025 (19%) 


(a) 2006 includes the results of La Senza from the date of acquisition, January 12, 2007. 
(b) Express and Limited Stores were divested in July 2007 and August 2007, respectively. 
(c) Other includes Corporate, Mast, Beauty Avenues and Henri Bendel. 

NM Not meaningful 


The following table provides a reconciliation of net sales for the fourth quarter of 2006 to the fourth quarter of 


2007: 
Victoria’s Bath & Body 

Fourth Quarter Secret Works Apparel Other 
(in millions) 
2006 Net Sales: v.28 voces onsen ee bs bes da oe CRE a tees $1,864 $1,175 $744 $242 
Comparable Store Sales .. 1.0.0.0... 00 c ee eee eee (92) (81) — oo 

Sales Associated with New, Closed, Divested and 
Non-comparable Remodeled Stores, Net ........... (9) (19) (744) — 
La Senza 02 228g te hnsdaeh tate tae dg ve dataved iene s 143 — — — 
Direct Channels ......... 0.0.0 cece eee (61) — oo 
Initial Gift Card Breakage ....................0005. 48 — — —_— 
Mast Third-party Sales and Other ................... — _— —_— 61 
2007 Net Sales ....... 0.0... eens $1,893 $1,080 $ — $303 


The following table compares fourth quarter of 2007 comparable store sales to fourth quarter of 2006: 


Fourth Quarter 2007 2006 
VaictOnla S'SeClet gor 3052.8dcaed adie oe ee ee ae oan ee oi (8%) 10% 
Bath: Body: Wr: ss isseis: ans ararescpecessad hog) napus aude acgrayadnapeataheceng pb aecarm hare. ae (8%) 9% 
EXpress (4): .08.ionteewdein tte eaten Sh desde bdayeewiaceeeed — 3% 
Teamited Stores: (a) 27st wus Sek. ee Gaikals Khia ad Sbaumabive atk alten ab tees = _A%) 
otal Apparel.(a)* s.ccctndchsprest es dag ear a oes ek eahdhe lees — 1% 
Henri Bendel... ie ccanak eenerantenniitne beads See ee he eee ed cet angs deed See ae _ 6% _ 7% 
Total Comparable Store Sales ... 0.0.00... 0. eee eee (8%) 8% 


(a) Express and Limited Stores were divested in July 2007 and August 2007, respectively. 


Aik 


For the fourth quarter of 2007, our net sales decreased 19% to $3.276 billion and comparable store sales 
decreased 8%. The decrease in our net sales was primarily driven by the following: 


Victoria’s Secret 


For the fourth quarter of 2007, net sales increased 2% to $1.893 billion and comparable store sales decreased 8%. 
The increase in net sales was primarily driven by: 


¢ Inclusion of La Senza’s net sales for the full quarter in 2007; and 


¢ Initial recognition of gift card breakage at Victoria’s Secret of $48 million; 


Offset partially by: 


e A decrease at Victoria’s Secret Direct as a result of the actions we undertook to constrain customer 
orders due to the operational issues associated with the new distribution center; and 


e A decrease at Victoria’s Secret Stores primarily related to the 53"! week included in 2006 results and a 


merchandise assortment that did not overcome the challenging economic environment in 2007. 


The decrease in comparable store sales was primarily driven by decreases across most categories, including core 
lingerie and beauty offset by modest increases in the Pink sub-brand and sleepwear. The decreases resulted from 
product assortment misses and a merchandise assortment that did not overcome the challenging economic 
environment during the fourth quarter of 2007. 


Bath & Body Works 


For the fourth quarter of 2007, net sales decreased 8% to $1.080 billion and comparable store sales decreased 
8%. The decrease in net sales was primarily driven by: 


e Softness in mall traffic and the overall economic environment; 
e A lack of newness in product assortment; and 


e Prolonged holiday discounting that negatively affected the performance of the semi-annual sale. 


Other 


For the fourth quarter of 2007, net sales increased 25% to $303 million primarily driven by an increase in third- 
party customer sales at Mast due to the divestitures of Express and Limited Stores during the second quarter of 
2007. Subsequent to the divestitures, 75% of Mast sales to Express and Limited Stores are included in third-party 
customer sales while the remaining 25% are eliminated in consolidation consistent with our ownership interest. 


Gross Profit 


For the fourth quarter of 2007, our gross profit decreased 19% to $1.304 billion and our gross profit rate 
(expressed as a percentage of net sales) decreased to 39.8% from 40.1% primarily driven by the following: 


Victoria’s Secret 
For the fourth quarter of 2007, gross profit decreased primarily driven by: 


e A decrease in merchandise margin at Victoria’s Secret Direct due to the actions we undertook to 
constrain customer orders; and 


e A decrease in merchandise margin associated with decreased net sales at Victoria’s Secret Stores and 
increased buying and occupancy expenses associated with the real estate expansion activities; 
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Offset partially by: 
¢ Initial recognition of gift card breakage of $48 million; and 


¢ Inclusion of La Senza’s gross profit for the full quarter in 2007. 


The gross profit rate decreased driven primarily by deleverage of buying and occupancy expenses due to the 
Victoria’s Secret Stores real estate expansion activities and inclusion of La Senza’s results for the full quarter in 
2007. 


Bath & Body Works 


For the fourth quarter of 2007, gross profit decreased primarily driven by lower net sales. The gross profit rate 
decreased driven by a modest decline in the merchandise margin rate related to promotional activity to clear 
seasonal merchandise and deleverage in the buying and occupancy expense rate associated with the decline in net 
sales. 


General, Administrative and Store Operating Expenses 


For the fourth quarter of 2007, our general, administrative and store operating expenses decreased 23% to $682 
million primarily driven by the Apparel divestitures. The general, administrative and store operating expense rate 
decreased to 20.8% from 22.0% primarily driven by the net impact of the Apparel divestitures, including the 
recognition of Mast net sales to Express and Limited Stores. The rate also benefited from the initial recognition 
of gift card breakage at Victoria’s Secret and lower incentive compensation and marketing expense. 


Other Income and Expense 


Interest Expense 


The following table provides the average daily borrowings and average borrowing rates for the fourth quarter of 
2007 and 2006: 


Fourth Quarter 2007 2006 
Average daily borrowings (in millions) ......... 0.0.0. ce eee eee eee eee ee $2,943 $1,776 
Average borrowing rate (in percentages) ...... 0.0.0... cee eee eee eee ee 6.3% 5.9% 


For the fourth quarter of 2007, our interest expense increased $18 million to $46 million. The increase was 
primarily driven by an increase in average borrowings and average borrowing rates resulting from the issuance of 
$1.0 billion of notes and borrowing an additional $250 million under our amended term loan during the second 
quarter of 2007. 


Interest Income 


For the fourth quarter of 2007, our interest income increased $2 million to $6 million. The increase was primarily 
driven by an increase in average invested cash balances partially offset by a decrease in average effective interest 
rates. 


Other Income (Loss) 


For the fourth quarter of 2007, our other income (loss) increased $9 million to $10 million. The increase was 
primarily driven by income from our equity investment in Express. We divested 75% of Express in July 2007 and 
retained the remaining 25% as an equity method investment. 


Provision for Income Taxes 


For the fourth quarter of 2007, our effective tax rate decreased to 34.2% from 37.7%. The decline in the rate 
resulted from a decline in the Canadian federal tax rate, the finalization of income taxes related to the Apparel 
divestitures, audit settlements and other items. 
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2007 Compared to 2006 
Net Sales 


The following table provides net sales for 2007 in comparison to 2006: 


2007 2006 % Change 
(in millions) 
Victoria: S:SeCtet Stores : scc:c:s:s-ese dos actuate aalens. nee ate Meese dP eieed Ske Svat Rowland tae $ 3,720 $ 3,700 1% 
La:Senza.(a). ccc84 Midd angen hed bea en peed end edad wee EEA eS 488 23 NM 
Victoria's: Secret Diréct: .1.oyeena cena oid se kad Se bed Mee Ra RRA 1,399 1,416 (1%) 
Total Victoria’s Secret 2.0.0.0... cc ee een tenes 5,607 5,139 9% 
Bath: & Body Works: 4 02642204 34008 gba Oh MER oE eee Meee ee 2,494 2,556 (2%) 
EXpress(D): 4.30:1.9.0 teddies 4 a ceee eS eeeaat eee dk iglhcrke we dau dae 659 1,749 (62%) 
Limited. Stores (b): sc cs need edad peas A eee eb Nee Seda sated ed Hatake 211 493 (57%) 
Total Appatel(b) cise es.aa8 pala de eal he eee anew ese a Lg nwaeade s Gale 870 2,242 (61%) 
Other (Ce) .vcaiitesictes eeeels eaalios ene eked pebadea hein ke ede 1,163 734 58% 
MOtal NGC Sales: oe scdcs eens sciessava-a decks oman of Gudtave pails a aldlaw oanfiate ecqudle $10,134 $10,671 (5%) 
(a) 2006 includes the results of La Senza from the date of acquisition, January 12, 2007. 
(b) Includes the results of Express and Limited Stores prior to their divestitures in July 2007 and August 2007, 
respectively. 
(c) Other includes Corporate, Mast, Beauty Avenues and Henri Bendel. 
NM Not meaningful 


The following tables provide a reconciliation of net sales for 2006 to 2007: 


Victoria’s Bath & 
Secret Body Works Apparel Other Total 
(in millions) 

2006 Net Sales 1.0.0.0... 00. ccc ce nee $5,139 $2,556 $2,242 $ 734 $10,671 
Comparable Store Sales .............. 00002 eee (71) (90) 39 — (122) 
Sales Associated with New, Closed, Divested and 

Non-comparable Remodeled Stores, Net ......... 45 6 (1,411) — (1,360) 
La SONZa «fs eoensaian a do eh ee eh wee ee aA S 465 — — — 465 
Direct Channels .......... 0.0.00. ce cee ee eens (19) 22 — — 3 
Initial Gift Card Breakage .................0204. 48 — — 48 
Mast Third-party Sales and Other ................ —_ — — 429 429 
2007 NetSalS cscs icacssun ic cade keene ss ilemes $5,607 $2,494 $ 870 $1,163 $10,134 
The following table compares 2007 comparable store sales to 2006: 
amr aule 
MictoOna:s SéCtet’ scc.dcencencuds siete Mienelic eet ea dha tes (2%) 11% 
Bath: 6 Body. Works: c:csesiae cc ge ooh Rieko ae saras Aieinm ane ad Alea Mace Grkas (4%) 10% 
Xpress (a)! sere oe axe iesies. ie adack atta goers weld ote ade dite ee eel Aue eee awa 6% (1%) 
Limited Stores (8). <24-.5 00480 ¢8 saeco w dses bared Peek owed Su eee _ 4% _A%) 
Total Apparel (a). ¢s.22200tst3an sed eee nawadee had dle eet 5% (2%) 
RCT CNG CN ae x, cna ye ete ease et 0G tonal bis Teasers reac lin sy aleel ne deena ocean ee 2% _1% 
Total Comparable Store Sales ..... 00.0.0... eee 2%) 7% 


(a) Reflects comparable store sales prior to the divestitures of Express and Limited Stores in July 2007 and 


August 2007, respectively. 


24 


For 2007, our net sales decreased 5% to $10.134 billion and comparable store sales decreased 2%. The decrease 
in our net sales was primarily driven by the following: 


Victoria’s Secret 


For 2007, net sales increased 9% to $5.607 billion and comparable store sales decreased 2%. The increase in net 
sales was primarily driven by the inclusion of La Senza net sales for the full year in 2007. The decrease in 
comparable store sales was primarily driven by decreases across most categories, including core lingerie and 
beauty offset by modest increases in the Pink sub-brand and sleepwear. The decreases resulted from product 
assortment misses and a merchandise assortment that did not overcome the challenging economic environment in 
2007. 


Bath & Body Works 


For 2007, net sales decreased 2% to $2.494 billion and comparable store sales decreased 4%. The decrease in net 
sales and comparable store sales was primarily driven by declines in store traffic experienced throughout the year 
and, in particular, during the fourth quarter which resulted in disappointing holiday and semi-annual sale 
performance. 


Apparel 


For 2007, net sales decreased 61% to $870 million as a result of the divestitures of Express and Limited Stores in 
the second quarter of 2007. Prior to the divestitures, comparable store sales increased 5%. 


Other 


For 2007, net sales increased by 58% to $1.163 billion primarily driven by an increase in third-party customer 
sales at Mast due to the divestitures of Express and Limited Stores during the second quarter of 2007. Subsequent 
to the divestitures, 75% of Mast sales to Express and Limited Stores are included in third-party customer sales 
while the remaining 25% are eliminated consistent with our ownership interest. 


Gross Profit 


For 2007, our gross profit decreased 12% to $3.542 billion and our gross profit rate (expressed as a percentage of 
net sales) decreased to 35.0% from 37.6% primarily driven by the following: 


Victoria’s Secret 
For 2007, gross profit decreased primarily driven by the following: 


e A decrease in gross profit at Victoria’s Secret Stores driven primarily by increases in buying and occupancy 
expenses related to real estate expansion activities; and 


e A decrease in gross profit at Victoria’s Secret Direct driven primarily by the operational limitations 
affecting the new distribution center; 
Partially offset by: 
¢ Inclusion of La Senza’s gross profit for the full year in 2007. 
The gross profit rate decreased driven primarily by deleverage of buying and occupancy expenses and a decline 


in the merchandise margin rate associated with promotional activities and markdowns on certain categories in 
response to soft sales trends. 
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Bath & Body Works 


For 2007, gross profit decreased primarily driven by the decline in net sales. The gross profit rate decreased 
driven by a decline in the merchandise margin rate due to increased promotional activities designed to drive 
traffic. 


Apparel 


For 2007, gross profit decreased as a result of the divestitures of Express and Limited Stores in the second 
quarter of 2007. 


General, Administrative and Store Operating Expenses 


For 2007, our general, administrative and store operating expenses decreased 6% to $2.662 billion primarily 
driven by the Apparel divestitures, cost reductions realized in the second half of the year associated with our 
second quarter restructuring program and gains from the sale of corporate aircraft. These decreases were partially 
offset by the charges recognized primarily in the second quarter of 2007 related to the restructuring program, 
increased costs at Victoria’s Secret Direct related to the new distribution center and the inclusion of La Senza’s 
general, administrative and store operating expenses for the full year in 2007. The general, administrative and 
store operating expense rate decreased to 26.3% from 26.6% primarily driven by the net impact of the Apparel 
divestitures, including the recognition of Mast net sales to Express and Limited Stores. 


Other Income and Expenses 


Interest Expense 


The following table provides the average daily borrowings and average borrowing rates for 2007 and 2006: 


2007 2006 
Average daily borrowings (in millions) .......... 00.000. e eee eee $2,408 $1,711 
Average borrowing rate (in percentages) .................. 000000. 6.2% 5.9% 


For 2007, interest expense increased $47 million to $149 million. The increase was primarily driven by an 
increase in average borrowings and average borrowing rates resulting from the issuance of $1.0 billion of notes 
and borrowing an additional $250 million under our amended term loan during the second quarter of 2007. 


Interest Income 


For 2007, interest income decreased $7 million to $18 million. The decrease was primarily driven by a decrease 
in average invested cash balances. 


Other Income (Loss) 


For 2007, other income (loss) increased $131 million to $128 million. The increase was primarily driven by a 
$100 million gain related to a distribution from Easton Town Center, LLC (“ETC”), in which we have an equity 
investment, and income from our equity investment in Express. In July 2007, ETC refinanced its existing bank 
loan and distributed cash proceeds of $150 million to its members. As an ETC member, we received 
approximately $102 million of proceeds resulting in a $100 million gain after reducing our ETC carrying value 
from $2 million to zero. In addition, we had a net gain of $17 million from the settlement of interest rate lock 
agreements. 
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Minority Interest 


For 2007, minority interest increased $21 million to $22 million. Minority interest represents the proportional 
share of net income or losses of consolidated, less than wholly-owned subsidiaries attributable to the minority 
interest investor. The increase relates to losses from a personal care business acquired during the first quarter of 
2007 and losses from an investment in an independent technology company focused on large multi-channel 
retailers. 


Provision for Income Taxes 


For 2007, our effective tax rate decreased to 36.4% from 38.5%. The decline in the rate is primarily due to the 
reversal of state net operating loss carryforward valuation allowances in conjunction with the Apparel 
divestitures in the second quarter of 2007, a decline in the Canadian federal tax rate, audit settlements and other 
items. 


Fourth Quarter of 2006 Compared to Fourth Quarter of 2005 
Net Sales 


The following table provides net sales for the fourth quarter of 2006 in comparison to the fourth quarter of 2005: 


Fourth Quarter 2006 2005 % Change 
(in millions) 
Victoria's Secret Stores. accesses, 26 nasa dcecausiad dna ical sland acess oe os, due a. dpaveeuera, ee doa Seca $1,349 $1,163 16% 
Lea Senza: (a): 2i.00 ud dee ie whe da waded abate e ee eae ad adeets 23 — NM 
Victoria’s Secret Direct 2.0... 0... ccc ee een eee ee eees 492 418 18% 
Total Victoria's: Secret <.c.c-i-55.8$-) dee ea wil ooaiee a ek oe dee ee Oe bbs Bw aoe’ 1,864 1,581 18% 
Bathide Body Works) 54's cctsis5 biases sven Shin Rd Gain SHA ee ee ee eee 1,175 1,049 12% 
EXPIeSS) jsics dwg 2, ele da eid eae eee Pee Re + Bg eee eee doe w 589 582 1% 
DriMmited: StOTeS es.s00.6Gh vere oe tees teen a alee gwen deed AAS besa Sedonienid ss 155 164 (5%) 
Total Appatel) 2.0 ittitoedkith obo eneid eitigtbis doe bdo hed we igahed 744 746 —% 
Other (DY si5 Aaah aia Ae hea es BASS a aed BO SEEN IAD ae SO aA OS 242 166 46% 
Total: Net Sales: ...s.35cc058 aosiece acd dace) a a. godlececn quale gue nile @ d0dpbare esa een es $4,025 $3,542 14% 


(a) Includes the results of La Senza from the date of acquisition, January 12, 2007. 
(b) Other includes Corporate, Mast, Beauty Avenues and Henri Bendel. 
NM Not meaningful 


The following table provides a reconciliation of net sales for the fourth quarter of 2005 to 2006: 


Victoria’s Bath & 


Fourth Quarter Secret Body Works Apparel Other Total 
(in millions) 

ZOOS Net Salles sss cece: gcceasee ane kd eee aeons wediaca ale aan $1,581 $1,049 $746 $166 $3,542 
Comparable Store Sales .................. 00000000, 115 92 8 — 215 
Sales Associated with New, Closed and Non-comparable 

Remodeled Stores, Net ............. 0000 ce eee eee 70 18 (10) — 78 

Va SONA os chee ken Seeded benaned Gand dia waren aera 23 — — — 23 
Direct Channels ............0 000 c cee eens 75 16 — — 91 
Mast Third-party Sales and Other ................... — — — 76 76 
2006 Net Sales ...... 0.00.0... ccc eee eee $1,864 $1,175 $744 $242 $4,025 


The following table compares fourth quarter of 2006 comparable store sales to fourth quarter of 2005: 


Fourth Quarter 2006 2005 
VICLOTIA SS SECHEE x eeduieopaireaeoa bance Geb Reed d ed clad aahek wed de eek 10% 3% 
Bath. Body Works 5 .aci.65e2teeebnds ode tors lL eobeser dd decade ois 9% 1% 
EXPIGSS (iis ohic yack dine attedas Saas dete as eee ede he ee Wea eee 3% 6% 
Limited Stores ..-..24-.4cc6480¢8 ba see ed bone See eee dew eae ee oes _A%) (1%) 
Total Appatel: 22: cs.0cnencoanseodediaisetand baat oan dad depen 1% 4% 
LCM BONS sa sire, ga te0 ets a8 See totes Sead ne heh as eier ah Se dutctoren coca, Slime Rawrrnsete aS nea _ 71% (5%) 


Shad baie Sd Ween Caved ed de tresnens 8% 3% 


For the fourth quarter of 2006, our net sales increased 14% to $4.025 billion and comparable store sales increased 
8%. The increase in our net sales was primarily driven by the following: 


Victoria’s Secret 


For the fourth quarter of 2006, net sales increased 18% to $1.864 billion and comparable store sales increased 
10%. The increase in net sales and comparable store sales was primarily driven by: 


e An increase in the Pink sub-brand related to growth in loungewear, panties and accessories; 
e An increase in bras driven by new products featuring the Secret Embrace and Infinity Edge technologies; 


e An increase in the beauty category resulting from continued momentum of the Dream Angels Desire 
fragrance and the Beauty Rush color line; and 


e An 18% increase at Victoria’s Secret Direct driven by double digit growth in intimate apparel and clothing. 


Bath & Body Works 


For the fourth quarter of 2006, net sales increased 12% to $1.175 billion and comparable store sales increased 
9%. The increase in net sales and comparable store sales was primarily driven by: 


e An increase in the Signature Collection due to the introduction of new fragrances as well as strong sales 
performance during the extended semi-annual sale; 


e Incremental sales from the Temptations product line; and 


¢ Continued growth of the Dr. Wexler product line launched during the third quarter of 2005. 


Apparel 


For the fourth quarter of 2006, net sales remained relatively flat at $744 million and comparable store sales 
increased 1% driven by a 3% increase at Express. The increase at Express was primarily due to increased sales in 
sweaters and woven tops, a strong clearance event and a favorable response to early Spring merchandise. Limited 
Stores experienced a 4% decrease in comparable store sales, primarily driven by significant declines in woven 
tops and sweaters, offset partially by increases in jackets, skirts, woven shirts and dresses. 


Other 


For the fourth quarter of 2006, net sales increased by 46% to $242 million primarily driven by an increase in 
Mast sales to third-party customers. 
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Gross Profit 


For the fourth quarter of 2006, our gross profit increased 12% to $1.612 billion and the gross profit rate 
(expressed as a percentage of sales) decreased to 40.1% from 40.8% primarily driven by the following: 


Victoria’s Secret 


For the fourth quarter of 2006, gross profit increased primarily driven by the increase in net sales. The gross 
profit rate decreased primarily due to a reduction in merchandise margin rates partially offset by an improvement 
in the buying and occupancy expense rate. The reduction in merchandise margin rate was driven by increased 
markdowns due to the clearance of selected merchandise that missed sales expectations and increased levels of 
promotional direct mailings to drive an increase in market share. The merchandise margin rate also declined 
partially due to a shift in the mix of business from core lingerie and beauty to Pink, loungewear and sleepwear 
and the expansion of multiple pricing offers for panties. Additionally, buying and occupancy expense was 
leveraged on a 10% increase in comparable store sales. 


Bath & Body Works 


For the fourth quarter of 2006, gross profit increased primarily driven by the increase in net sales. The gross 
profit rate decreased compared to last year driven by a decrease in merchandise margin rate partially offset by 
leverage in buying and occupancy. The reduction in merchandise margin rate to last year was driven by a mix of 
promotional transaction driving activity and better than expected performance of the semi-annual sale. 
Additionally, buying and occupancy expense was leveraged on a 9% increase in comparable store sales. 


Apparel 


For the fourth quarter of 2006, gross profit and the gross profit rate increased primarily driven by improved 
merchandise margin at Express. The improvement in merchandise margin rate was driven by lower product costs 
and reduced markdowns. Additionally, buying and occupancy expense was leveraged on a 1% increase in 
comparable store sales. 


General, Administrative and Store Operating Expenses 


For the fourth quarter of 2006, our general, administrative and store operating expenses increased 18% to $885 
million and the general, administrative and store operating expense rate (expressed as a percentage of net sales) 
increased to 22.0% from 21.2%. The increases in our general, administrative and store operating expenses and 
the general, administrative and store operating expense rate were primarily driven by incremental spending on 
technology and process initiatives to support future growth, higher incentive compensation which is tied to 
improved performance for the Fall season, and incremental stock option expense related to the adoption of SFAS 
No. 123(R). 


Other Income and Expenses 


Interest Expense 


The following table provides the average daily borrowings and average borrowing rates for the fourth quarters of 
2006 and 2005: 


Fourth Quarter 2006 2005 
Average daily borrowings (in millions) ............ 0.00. e eee eee $1,776 $1,705 
Average borrowing rate (in percentages) ..................000000. 5.9% 5.7% 
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For the fourth quarter of 2006, our interest expense increased $3 million to $28 million. The increase was 
primarily driven by an increase in average borrowings and the average borrowing rates resulting primarily from 
the issuance of commercial paper partially offset by a reduction in the bank facility fee from 0.15% to 0.10% of 


the committed amount per year. 


Interest Income 


For the fourth quarter of 2006, our interest income decreased $45 million to $4 million. The decrease was 
primarily driven by a nonrecurring $40 million tax settlement in 2005. For additional information for the tax 
settlement, see Note 10 to the Consolidated Financial Statements included in Item 8. Financial Statements and 


Supplementary Data. 


Provision for Income Taxes 


For the fourth quarter of 2006, our effective tax rate increased to 37.7% from 28.0%. The increase was primarily 
driven by a favorable one-time tax benefit of $77 million related to the repatriation of foreign earnings that 
occurred in 2005 under the provisions of the American Jobs Creation Act. The 2006 fourth quarter effective tax 
rate from on going operations decreased due to the resolution of certain state tax matters. For additional 
information, see Note 10 to the Consolidated Financial Statements included in Item 8. Financial Statements and 


Supplementary Data. 


Full Year 2006 Compared to 2005 
Net Sales 


The following table provides net sales for 2006 in comparison to 2005: 


2006 2005 % Change 
(in millions) 
Victoria's Sécret:Stores 62.450 i b60%S bok hdc teltia weed ah pe bbades buaied $ 3,700 $3,222 15% 
Wea SOUZA (A) os sachets wed ee acne eR SL ARs 8 Mee ae te en teed beans he 23 — NM 
Victoria's Secret: Direct... sese60d Sev See ed oes de ew, be SB ee eR Sea ee 1,416 1,226 _ 16% 
Total: Victoria’ S Secret. .csesd.0 tie bi bards wd eed oe eee de be des 5,139 4,448 16% 
Bath: &..Body W Orks) ox siecect sus.g ci auchdee Gey ue acese owen a, ed Gupum guavbl ay slecatecdodgceny Back 2,556 2,285 12% 
EXPIeSS. ean ehs GOs ce eed eha el hee eb aad Sasa eee Ree eae es 1,749 = 1,794 (3%) 
Mamited Stores... sesis cocina lee cece Saude ajaegce acefack e.goaier elgei.-a-secd dhecemid Ha euates wecepearas 493 545 (10%) 
Total’Apparel ciccwitin cs beth bike bb eaedeietwnedes ieoleneesawied 2,242 2,339 (4%) 
OTe (DY <5, 35 pats meee Sneath bh ae Rise A tod bk Bing eae ds Se Adee a aa Be 734 627 17% 
Total Net Sal€s) 22.08 .6-d26.26 cS e sie bobo wet eas Se Sank OSE HA DE whe Re $10,671 $9,699 _ 10% 


(a) Includes the results of La Senza from the date of acquisition, January 12, 2007. 
(b) Other includes Corporate, Mast, Beauty Avenues and Henri Bendel. 
NM Not meaningful 
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The following tables provide a reconciliation of net sales for 2005 to 2006: 


Victoria’s Bath & 
Secret Body Works Apparel Other Total 


(in millions) 


2005 Net Sales .... 0.0.0... cette $4,448 $2,285 $2,339 $627 $ 9,699 
Comparable Store Sales .......... 0.0.0. cece eee eee 335 205 (36) — 504 
Sales Associated with New, Closed and 

Non-comparable Remodeled Stores, Net ........... 143 26 (61) — 108 

La Sena eeij ceded seabed hia bed sedan Pak See 23 — — — 23 
Diréct- Channels: 3s. coeds dds eee ceed eee ward gene die 190 40 — — 230 
Mast Third-party Sales and Other .................. — —_— — 107 107 
2006 Net Sales 1.0.0.0... 0... $5,139 $2,556 $2,242 $734 $10,671 


The following table compares 2006 comparable store sales to the comparable periods for 2005: 


2006 2008 
Victoria's Sectetcs.e4 feie chee Pea e tees da edee La Gee poe Pekan daw els 11% 1% 
Bath: &. Body WotKS «40.0 cacsohes cieedig Shen ebee dt seed othe de eee 10% 4% 
EXPIesS: s.cc40hiit0 dh edb dihdtaeki dn Mls eeda hd pede seed eee ee (1%) (8%) 
Mamited: StOrES:. si... cce ieeen ewok ak ae ate g aS Lees ee weed Meena 4%) _Q%) 
Total Appatel.w2..icicagsccewa on ete bags. be Vee ewe Maree edd (2%) (6%) 
Henri Bendel = is. ccd aie ceceneneein ge hpeace eh peda ae cael dri helenect, Maseideh eee Be alld % (12%) 
Total Comparable Store Sales ..... 00.0.0... eee eee _71% (1%) 


For 2006, our net sales increased 10% to $10.671 billion and comparable store sales increased 7%. The increase 
in our net sales and comparable store sales were primarily driven by the following: 


Victoria’s Secret 


For 2006, net sales increased 16% to $5.139 billion and comparable store sales increased 11%. The increases 
were driven by growth in all categories including core lingerie, beauty and Pink. Net sales were supported by 
several bra launches throughout the year, including the Angels Secret Embrace, Body by Victoria IPEX Wireless, 
Very Sexy Infinity Edge Push-up and Secret Embrace Demi. The increase in the beauty category was primarily 
driven by continued growth in the Garden body care line and incremental sales from beauty launches, including 
Very Sexy Make Up, Beauty Rush Lip Gloss and Eye Shadows and Dream Angels Desire fragrance. The 16% 
increase in sales at Victoria’s Secret Direct was driven by growth across all major categories. 


Bath & Body Works 


For 2006, net sales increased 12% to $2.556 billion and comparable store sales increased 10%. The increase in 
net sales and comparable store sales were driven by increases in the Signature Collection due to the introduction 
of new fragrances more frequently throughout the year. Additionally, incremental sales from the Temptations 
product line and continued growth in the Dr. Wexler, Antibacterial and Breathe Body Care product lines 
contributed to sales growth. 


Apparel 


For 2006, net sales decreased 4% to $2.242 billion and comparable store sales decreased 2%. The decrease in net 
sales and comparable store sales were driven by declines during the first three quarters of the year. At Express, 
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these results reflect the impact of the significant promotional and clearance activity that occurred in 2005. The 
4% decline in Limited Stores comparable store sales was driven by declines in pants, sweaters and woven tops, 
partially offset by increases in dresses, jackets and skirts. 


Other 


For 2006, net sales increased 17% to $734 million primarily driven by an increase in Mast sales to third-party 
customers in comparison to 2005. 


Gross Profit 


For 2006, our gross profit increased 15% to $4.013 billion and the gross profit rate increased to 37.6% from 
35.9% primarily driven by the following: 


Victoria’s Secret 


For 2006, gross profit increased primarily driven by the increase in net sales. The gross profit rate decreased due 
to a reduction in the merchandise margin rate driven by markdowns associated with strategic marketing activities 
designed to drive trial, build brand loyalty and increase market share. The reduction in the merchandise margin 
rate was partially offset by buying and occupancy expense leverage achieved on an 11% increase in comparable 
store sales. 


Bath & Body Works 


For 2006, gross profit increased primarily driven by the increase in net sales. The gross profit rate was flat 
compared to last year. The buying and occupancy expense rate improved, but was offset by a reduction in the 
merchandise margin rate. The reduction in the merchandise margin rate was due to increased promotional 
activity to drive transactions and the performance of the semi-annual sale events. Buying and occupancy expense 
was leveraged on a 10% increase in comparable store sales. 


Apparel 


For 2006, gross profit and the gross profit rate increased significantly over last year driven by lower product 
costs and reduced markdowns at Express. Additionally, buying and occupancy expense was leveraged despite the 
2% decline in comparable store sales. 


General, Administrative and Store Operating Expenses 


For 2006, our general, administrative and store operating expenses increased 14% to $2.837 billion and the 
general, administrative and store operating expense rate (expressed as a percentage of net sales) increased to 
26.6% from 25.7%. The increases in our general, administrative and store operating expenses and the general, 
administrative and store operating expense rate were primarily driven by the following: 


e Increased marketing expenses primarily at Victoria’s Secret; 
e Increases in incentive compensation expense due to improved performance; 
e Investments in technology and process improvement initiatives to support future growth; and 


¢ Incremental stock compensation expense related to our adoption of Statement of Financial Accounting 
Standards No. 123 (R). 
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Other Income and Expenses 


Interest Expense 


The following table provides the average daily borrowings and average borrowing rates for 2006 and 2005: 


2006 2005 
Average daily borrowings (in millions) ............ 0.0.00 eee eee $1,711 $1,666 
Average borrowing rate (in percentages) ...................00000. 5.9% 5.5% 


For 2006, our interest expense increased $8 million to $102 million. The increase was driven by an increase in 
average borrowings and the average borrowing rates. 


Interest Income 


For 2006, our interest income decreased $37 million to $25 million. The decrease was primarily driven by a $40 
million tax settlement in 2005. For additional information for the tax settlement, see Note 10 to the Consolidated 
Financial Statements included in Item 8. Financial Statements and Supplementary Data. 


Provision for Income Taxes 


For 2006, our effective tax rate increased to 38.5% from 30.4%. The rate increase was primarily due to a 
favorable one-time tax benefit of $77 million related to the repatriation of foreign earnings that occurred in 2005 
under the provisions of the American Jobs Creation Act. The 2006 effective tax rate from on going operations 
decreased due to the resolution of certain state tax matters. For additional information, see Note 10 to the 
Consolidated Financial Statements in Item 8. Financial Statements and Supplementary Data. 
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FINANCIAL CONDITION 
Liquidity and Capital Resources 


Liquidity, or access to cash, is an important factor in determining our financial stability. We are committed to 
maintaining adequate liquidity. Cash generated from our operating activities provides the primary resources to 
support current operations, growth initiatives, seasonal funding requirements and capital expenditures. Our net 
income and, consequently, our cash provided from operations are impacted by, among other things, sales volume, 
seasonal sales patterns, timing of new product introductions and profit margins. Sales are typically higher during 
the fourth quarter of the fiscal year due to seasonal and holiday-related sales patterns. Generally, our need for 
working capital peaks during the summer and fall months as inventory builds in anticipation of the holiday 
period. 


In addition, we have funds available from an unsecured revolving credit facility (the “Facility”) as well as a 
commercial paper program which is backed by the Facility. For additional information, see Note 11 to the 
Consolidated Financial Statements included in Item 8. Financial Statements and Supplementary Data. 


In 2007, we executed a number of transactions as part of our review and evaluation of our overall capital 
structure. In July 2007, we completed the following: 


¢ Issued $700 million of 10-year notes and $300 million of 30-year notes utilizing our existing shelf 
registration statement. 


e Amended our term loan agreement by increasing its capacity to $750 million and extending the term to 
August 2012. We borrowed an additional $250 million available under the amended term loan. 


e Amended the $1 billion revolving credit facility by extending the term to August 2012 and executing a $500 
million, 364-day revolving credit facility, increasing the total revolving credit facility borrowing capacity to 
$1.5 billion. 


We used a portion of the proceeds from these additional borrowings to fund our share repurchases during the 
year, the acquisition of La Senza and for other general corporate requirements including repayment of our 
outstanding commercial paper issued during the first and second quarters of 2007. 


On October 1, 2007, we filed an automatic shelf registration statement for an indeterminate amount of securities 
with the Securities Exchange Commission. As of February 2, 2008, no securities have been issued under this 
registration statement. 


We believe that available short-term and long-term capital resources are sufficient to fund our capital 
expenditures, working capital requirements, scheduled debt payments, interest payments, income tax obligations, 
dividends to our shareholders, any contemplated strategic acquisitions and share repurchases. 


The following table provides a summary of our working capital position and capitalization as of February 2, 
2008, February 3, 2007 and January 28, 2006: 


February 2, February3, January 28, 
2008 2007 2006 


(in millions) 


Cash Provided by Operating Activities ..... 00.0.0... ce eee eee eee ee $ 765 $ 600 $1,081 
Capital Expenditures: :...3 ..c0d40¢cbaneditetiecdii ted tiwdtiaesites 749 548 480 
Working Capital .cajc2accct. When te eyed beeen be eee ad 1,545 1,062 1,209 
Capitalization: 

Leong erm, DEDts x: 4.c0esiceain.gs Gieoe de aay welders yaaa ee es eae ea 2,905 1,665 1,669 

Shareholders’ Equity ....... 0... cee cece ce een cette ee nees 2,219 2,955 2,471 
Total: Capitalization 2.26 3.4.2-00 8% eda det enw ohh een saedies sew eee 48 5,124 4,620 4,140 
Additional Amounts Available Under Credit Agreements ............... 1,500 1,000 1,030 
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The following table provides our relevant measures of liquidity and capital resources as of February 2, 
2008, February 3, 2007 and January 28, 2006: 


February 2, February3, January 28, 


2008 2007 2006 
Debt-to-equity Ratio (a) ici. eine beep oop gee hae gd epee ace 131% 56% 68% 
Debt-to-capitalization Ratio (b) 2... eee 57% 36% 40% 
Cash Flow to Capital Investment (c) ....... 0.0... cece ee eee eee 102% 109% 225% 


(a) Long-term debt divided by shareholders’ equity 
(b) Long-term debt divided by total capitalization 
(c) Net cash provided by operating activities divided by capital expenditures 


Credit Ratings 


The following table provides our credit ratings on unsecured debt as of February 2, 2008: 


Moody’s S&P 
senior Unsecured Debt. si6s03 6c netieewd evened Rhee S ik Ean e-eR Baa3 BBB- 


The rating for each agency listed above represents the lowest rating to remain investment grade, as defined by 
each agency’s respective methodology. If we receive an upgrade from any of the rating agencies listed above, our 
borrowing costs could decrease. If we receive a downgrade in our credit ratings by any of the rating agencies 
listed above, our borrowing costs could increase and the availability of credit could be negatively affected. A 
downgrade in our ratings by one or both agencies would not accelerate the repayment of any of our debt. 


Dividend Policy and Procedures 


We currently pay a common stock dividend of $0.15 per share in cash each quarter. Our Board of Directors will 
determine future dividends after giving consideration to our profit levels, operating cash flow levels and capital 
requirements, as well as financial and other business conditions existing at the time. 


Cash Flow 


The following table provides a summary of our cash flow activity for the fiscal years ended February 2, 
2008, February 3, 2007 and January 28, 2006: 


2007 2006 2005 
(in millions) 
Cash and Cash Equivalents, Beginning of Year ............. 0.00.00 000 e eee $ 500 $1,208 $1,161 
Net Cash Flows Provided by Operating Activities ................. 00.00.0000. 765 600 =—-:1,081 
Net Cash Flows Provided by (Used For) Investing Activities ................... 30 =(1,093) ~=(506) 
Net Cash Flows Used For Financing Activities ..... 0.0.0... 2c eee eee eee (279) (215) = (528) 
Effect of Exchange Rate Changes on Cash. ......... 0.0.0 eee eee eee eee 2 — — 
Net Increase (Decrease) in Cash and Cash Equivalents ............. 00.0000 00 ee 518 (708) 47 
Cash and Cash Equivalents, End of Year ............0 000. e cece eect eee $1,018 $ 500 $1,208 


Operating Activities 


Net cash provided by operating activities in 2007 was $765 million consisting primarily of net income of $718 
million. Net income included (a) depreciation and amortization, (b) the $302 million gain on divestiture of 
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Express, and (c) the $100 million gain on distribution from Easton Town Center, LLC. Other changes in assets 
and liabilities represent items that had a current period cash flow impact, such as changes in working capital. The 
most significant working capital change was a $337 million increase in operating cash flow associated with 
inventories. Inventory levels decreased compared to 2006 due to a concerted effort to control and reduce 
inventory levels across the enterprise and due to reductions in safety stocks at Bath & Body Works that increased 
during 2006 in connection with the 2006 supply chain system conversion. Accounts receivable increased due to 
the Apparel divestitures and the resulting increase in Mast third party sales to Express and Limited Stores. 


Net cash provided by operating activities in 2006 was $600 million consisting primarily of net income of $676 
million. Net income included noncash expense items primarily for depreciation and amortization. Other changes 
in assets and liabilities represent items that had a current period cash flow impact, such as changes in working 
capital. The most significant working capital change was a $545 million decrease in operating cash flow 
associated with inventories. We increased inventory levels during the year to meet the following objectives: (a) at 
Victoria’s Secret, increases related to new product launches in core lingerie and beauty, initiatives to increase 
market share and build brand loyalty and an initiative to improve in-stock inventory positions and (b) at Bath & 
Body Works, increases related primarily to investments in safety stocks of seasonless basics in anticipation of the 
supply chain system conversion that occurred mid-year as well as an initiative to improve in-stock inventory 
positions. 


Net cash provided by operating activities in 2005 was $1.081 billion consisting primarily of net income of $683 
million. Net income included noncash expense items primarily for depreciation and amortization. Other changes 
in assets and liabilities represent items that had a current period cash flow impact, such as changes in working 
capital. The most significant working capital item was a $92 million increase in accounts payable, accrued 
expenses and other. 


Investing Activities 


Net cash provided by investing activities in 2007 was $30 million consisting primarily of (a) $547 million of 
proceeds from the divestiture of Express, (b) $102 million of proceeds from a distribution from Easton Town 
Center, LLC, and (c) $97 million of proceeds related to the sale of assets, offset by $749 million of capital 
expenditures. The capital expenditures included $476 million for opening new stores and remodeling and 
improving existing stores. Remaining capital expenditures were primarily related to investments in our new 
distribution center and increased spending on home office, technology and infrastructure. 


Net cash used for investing activities in 2006 was $1.093 billion consisting primarily of $572 million related to 
the acquisition of La Senza and $548 million of capital expenditures. The capital expenditures included $311 
million for opening new stores and remodeling and improving existing stores. Remaining capital expenditures 
were primarily related to investments in new growth concepts and increased spending on technology and 
infrastructure to support growth. 


Net cash used for investing activities in 2005 was $506 million consisting primarily of $480 million of capital 
expenditures. The capital expenditures included $298 million for opening new stores and remodeling and 
improving existing stores. Remaining capital expenditures were primarily related to investments in new growth 
concepts and increased spending on technology and infrastructure to support growth. In addition, we invested 
$22 million in strategic investments in several personal care companies and $4 million in non-operating real 
estate investments. 


We anticipate spending approximately $575 to $600 million for capital expenditures in 2008 with the majority 
relating to opening new stores and remodeling and improving existing stores. We expect to open approximately 
175 new stores and to close approximately 40 stores. Our new stores will be primarily Victoria’s Secret and 
Bath & Body Works. Additional spending will relate to investments in technology initiatives, investments in 
home office and other investments. We expect 2008 capital expenditures will be funded principally by net cash 
provided by operating activities. 


36 


Financing Activities 


Net cash used for financing activities in 2007 was $279 million consisting primarily of (a) cash payments of $1.4 
billion related to the repurchase of 59 million shares of common stock during the year at a weighted-average 
price of $24.01 under our June 2006, June 2007, August 2007 and November 2007 share repurchase programs 
and (b) quarterly dividend payments of $0.15 per share, or $227 million. These uses of cash were partially offset 
by (a) debt offering proceeds of $997 million, (b) proceeds from the term loan refinancing of $250 million and 
(c) the exercise of stock options of $74 million. 


Net cash used for financing activities in 2006 was $215 million consisting primarily (a) cash payments of $193 
million related to the repurchase of 8 million shares of common stock during the year at a weighted-average price 
of $24.98 under our November 2005, February 2006 and June 2006 share repurchase programs and (b) quarterly 
dividend payments of $0.15 per share, or $238 million. These uses of cash were partially offset by proceeds from 
the exercise of stock options of $153 million and excess tax benefits on share-based compensation of $46 
million. 


Net cash used for financing activities in 2005 was $528 million consisting primarily of (a) cash payments of $380 
million related to the repurchase of 17 million shares of common stock during the year at a weighted-average 
price of $22.49 under our February, May, August and November 2005 share repurchase programs and 

(b) quarterly dividend payments of $0.15 per share, or $242 million. These uses of cash were partially offset by 
proceeds from the exercise of stock options of $64 million and a $30 million draw on a line of credit at Mast. 


Contingent Liabilities and Contractual Obligations 


The following table provides our contractual obligations, aggregated by type, including the maturity profile as of 
February 2, 2008: 


Payments Due by Period 


Less More 

Than 1 1-3 4-5 than 5 
Total Year Years Years Years Other 
(in millions) ~— 
Long-term Debt (a) 2.00... ee $5,096 $ 181 $ 358 $1,380 $3,177 $ — 
Operating Leases Obligations (b) .................0.. 3,250 425 813 681 1,331 — 
Purchase Obligations (C) ........ 0.0 ee eee ee eee 1,186 1,072 104 5 5 — 
Other Liabilities: (d): 6 cosine ia a ee Ghee Gee ee 369 34 23 11 — 301 
TRO GAL Ss sxsreietoeeas gona ste cete cates ato ance deca eck, fate tek as een ee $9,901 $1,712 $1,298 $2,077 $4,513 $301 


(a) Long-term debt obligations relate to our principal and interest payments for outstanding notes, debentures 
and Term Loan and line of credit borrowings. Interest payments have been estimated based on the coupon 
rate for fixed rate obligations and the variable rate, including the impact of the participating interest rate 
swap arrangement, in effect as of February 2, 2008 for the Term Loan. Interest obligations exclude amounts 
which have been accrued through February 2, 2008. For additional information, see the Notes to the 
Consolidated Financial Statements included in Item 8. Financial Statements and Supplementary Data. 

(b) Operating lease obligations primarily represent minimum payments due under store lease agreements. For 
additional information, see Note 13 to the Consolidated Financial Statements included in Item 8. Financial 
Statements and Supplementary Data. 

(c) Purchase obligations primarily include purchase orders for merchandise inventory and other agreements to 
purchase goods or services that are enforceable and legally binding and that specify all significant terms, 
including: fixed or minimum quantities to be purchased; fixed, minimum or variable price provisions; and 
the approximate timing of the transactions. 

(d) Other liabilities primarily includes future payments relating to our nonqualified supplemental retirement 
plan and have been reflected under “Other” as the timing of these future payments is not known until an 
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associate leaves the company or otherwise requests an in-service distribution. In addition, Other Liabilities 
also includes future estimated payments associated with unrecognized tax benefits as accounted for under 
Financial Accounting Standards Board Interpretation No. 48, “Accounting for Uncertainty in Income 
Taxes.” The “Less Than | Year” category includes $18 million because it is reasonably possible that the 
payments could change in the next twelve months due to audit settlements of resolution or uncertainties. 
The remaining portion is included in the “Other” category as the timing and amount of these payments is not 
known until the matters are resolved with relevant tax authorities. For additional information, see Notes to 
the Consolidated Financial Statements in Item 8. Financial Statements and Supplementary Data. 


In connection with the disposition of certain businesses, we have remaining guarantees of approximately $274 
million related to lease payments of Express, Limited Stores, Abercrombie & Fitch, Tween Brands Inc. (formerly 
Limited Too and Too, Inc.), Dick’s Sporting Goods (formerly Galyan’s), Lane Bryant, New York & Company 
and Anne.x under the current terms of noncancelable leases expiring at various dates through 2017. These 
guarantees include minimum rent and additional payments covering taxes, common area costs and certain other 
expenses, and relate to leases that commenced prior to the disposition of the businesses. In certain instances, our 
guarantee may remain in effect if the term of a lease is extended. We believe the likelihood of material liability 
being triggered under these guarantees is remote. 


Off Balance Sheet Arrangements 


Other than those disclosed, we have no off balance sheet arrangements as defined by Regulation 229.303 
Item 303 (a) (4). 


Recently Issued Accounting Pronouncements 
SFAS 161 “Disclosures about Derivative Instruments and Hedging Activities” (“SFAS 161”) 


In March 2008, the FASB issued SFAS 161, which requires disclosures about the fair value of derivative 
instruments and their gains or losses in tabular format as well as disclosures regarding credit-risk-related 
contingent features in derivative agreements, counterparty credit risk and strategies and objectives for using 
derivative instruments. SFAS 161 amends and expands SFAS 133 and is effective prospectively beginning in 
2009. We are currently evaluating the impact to our financial statements. 


SFAS 141 (revised 2007) “Business Combinations” (“SFAS 141(R)”) 


In December 2007, the Financial Accounting Standards Board (“FASB”’) issued SFAS 141(R), which establishes 
how the acquiring entity recognizes and measures the assets acquired, liabilities assumed, any gain on bargain 
purchases and any noncontrolling interest in the acquired entity. SFAS 141(R) requires acquisition-related costs to 
be expensed in the periods they are incurred, with the exception of the costs to issue debt or equity securities. SFAS 
141(R) requires disclosure of information for a business combination that occurs during the accounting period or 
prior to the issuance of the financial statements for the accounting period. SFAS 141(R) is effective prospectively 
for business combinations with an acquisition date on or after the beginning of the first annual reporting period after 
December 15, 2008. We are currently evaluating the impact to our financial statements. 


SFAS 160 “Noncontrolling Interests in Consolidated Financial Statements” (“SFAS 160”) 


In December 2007, the FASB issued SFAS 160, which modifies reporting for noncontrolling interest (minority 
interest) in consolidated financial statements. SFAS 160 requires noncontrolling interest be reported in equity 
and establishes a new framework for recognizing net income or loss and comprehensive income by the 
controlling interest. SFAS 160 requires specific disclosures regarding changes in equity interest of both the 
controlling and noncontrolling parties and presentation of the noncontrolling equity balance and income or loss 
for all periods presented. SFAS 160 is effective for interim and annual periods in fiscal years beginning after 
December 15, 2008. The statement is applied prospectively upon adoption. Upon adoption, prior period financial 
statements will be restated for the presentation of the noncontrolling interest for comparability. We are currently 
evaluating the impact to our financial statements. 
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SFAS 159 “The Fair Value Option for Financial Assets and Financial Liabilities” (“SFAS 159”) 


In February 2007, the FASB issued SFAS 159 permitting entities to choose to measure many financial 
instruments and certain other items at fair value. The standard also establishes presentation and disclosure 
requirements designed to facilitate comparison between entities that choose different measurement attributes for 
similar types of assets and liabilities. If the fair value option is elected, the effect of the first remeasurement to 
fair value is reported as a cumulative effect adjustment to the opening balance of retained earnings. The 
statement is applied prospectively upon adoption. We do not plan to elect fair value treatment for any assets or 
liabilities under SFAS 159 as of the beginning of 2008. 


SFAS 157 “Fair Value Measurements” (“SFAS 157”) 


In September 2006, the FASB issued SFAS 157, which provides guidance for fair value measurement of assets 
and liabilities and instruments measured at fair value that are classified in shareholders’ equity. The statement 
defines fair value, establishes a fair value measurement framework and expands fair value disclosures. It 
emphasizes that fair value is market-based with the highest measurement hierarchy level being market prices in 
active markets. The standard requires fair value measurements be disclosed by hierarchy level, an entity include 
its own credit standing in the measurement of its liabilities and modifies the transaction price presumption. 


In February 2008, the FASB issued FSP FAS 157-2 “Effective Date of FASB Statement No. 157” which delays 
the effective date of SFAS 157 to fiscal years beginning after November 15, 2008 for all nonfinancial assets and 
nonfinancial liabilities, except those that are recognized or disclosed at fair value in the financial statements on a 
recurring basis (at least annually). The provision of SFAS 157 is applied prospectively. We plan to adopt the 
required portions of SFAS 157 at the beginning of 2008 and do not expect a material impact to our financial 
statements. We plan to adopt SFAS 157 at the beginning of 2009 for items within the scope of FSP FAS 157-2 
and we are currently evaluating the impact of this portion to our financial statements. 


Future Accounting Changes 


The FASB’s standard-setting process is ongoing and until new standards have been finalized and issued by 
FASB, we cannot determine the impact on the reporting of our operations and financial position that may result 
from any such future changes. The FASB is currently working on several projects including, but not limited to, 
revenue recognition, liabilities and equity, derivatives disclosures, earnings per share calculations and leases. We 
also expect to see more FASB projects as a result of its desire to converge International Accounting Standards 
with GAAP. The ultimate pronouncements resulting from these and future projects could have an impact on our 
future results of operations and financial position. 


Impact of Inflation 


Our results of operations and financial condition are presented based on historical cost. While it is difficult to 
accurately measure the impact of inflation due to the imprecise nature of the estimates required, we believe the 
effects of inflation, if any, on the results of operations and financial condition have been minor. 


Critical Accounting Policies and Estimates 


The preparation of financial statements in conformity with generally accepted accounting principles requires 
management to adopt accounting policies related to estimates and assumptions that affect the reported amounts 
of assets and liabilities at the date of the financial statements and the reported amounts of net sales and expenses 
during the reporting period, as well as the related disclosure of contingent assets and liabilities at the date of the 
financial statements. On an ongoing basis, management evaluates its accounting policies, estimates and 
judgments, including those related to inventories, long-lived assets, claims and contingencies, income taxes and 
revenue recognition. Management bases its estimates and judgments on historical experience and various other 
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factors that are believed to be reasonable under the circumstances. Actual results may differ from these estimates. 
Management has discussed the development and selection of its critical accounting policies and estimates with 
the Audit Committee of its Board of Directors and believes the following assumptions and estimates are most 
significant to reporting its results of operations and financial position. 


Inventories 


Inventories are principally valued at the lower of cost or market, on a weighted-average cost basis. 


We record valuation adjustments to our inventories if the cost of specific inventory items on hand exceeds the 
amount we expect to realize from the ultimate sale or disposal of the inventory. These estimates are based on 
management’s judgment regarding future demand and market conditions and analysis of historical experience. If 
actual demand or market conditions are different than those projected by management, future period merchandise 
margin rates may be unfavorably or favorably affected by adjustments to these estimates. 


We also record inventory loss adjustments for estimated physical inventory losses that have occurred since the 
date of the last physical inventory. These estimates are based on management’s analysis of historical results and 
operating trends. 


Management does not believe that the assumptions used in these estimates will change significantly based on 
prior experience. A 10% increase or decrease in the inventory valuation adjustment would have impacted net 
income by approximately $6 million for 2007. A 10% increase or decrease in the estimated physical inventory 
loss adjustment would have impacted net income by approximately $2 million for 2007. 


Valuation of Long-lived Assets 


Property and equipment and intangible assets with finite lives are reviewed for impairment whenever events or 
changes in circumstances indicate that the carrying amount of the asset may not be recoverable. If the estimated 
undiscounted future cash flows related to the asset are less than the carrying value, we recognize a loss equal to 
the difference between the carrying value and the fair value, usually determined by the estimated discounted 
future cash flows of the asset. Factors used in the valuation include, but are not limited to, management’s plans 
for future operations, brand initiatives, recent operating results and projected cash flows. When a decision has 
been made to dispose of property and equipment prior to the end of the previously estimated useful life, 
depreciation estimates are revised to reflect the use of the asset over the shortened estimated useful life. 


Goodwill is reviewed for impairment at least annually and may be reviewed more frequently if certain events 
occur or circumstances change. The impairment review is performed by comparing each reporting unit’s carrying 
value to its estimated fair value. Intangible assets with indefinite lives are reviewed for impairment at least 
annually by comparing the carrying value to the estimated fair value. Factors used in the valuation of goodwill 
and intangible assets include, but are not limited to, management’s plans for future operations, brand initiatives, 
recent operating results and projected future cash flows. If future economic conditions are different than those 
projected by management, impairment charges may be required. 


Claims and Contingencies 


We are subject to various claims and contingencies related to lawsuits, insurance, regulatory and other matters 
arising out of the normal course of business. Our determination of the treatment of claims and contingencies in 
the Consolidated Financial Statements is based on management’s view of the expected outcome of the applicable 
claim or contingency. We consult with legal counsel on matters related to litigation and seek input from both 
internal and external experts within and outside our organization with respect to matters in the ordinary course of 
business. We accrue a liability if the likelihood of an adverse outcome is probable and the amount is estimable. If 
the likelihood of an adverse outcome is only reasonably possible (as opposed to probable), or if an estimate is not 
determinable, disclosure of a material claim or contingency is disclosed in the Notes to the Consolidated 
Financial Statements included in Item 8. Financial Statements and Supplementary Data. 
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Income Taxes 


We account for income taxes under the asset and liability method. Under this method, the amount of taxes 
currently payable or refundable are accrued and deferred tax assets and liabilities are recognized for the estimated 
future tax consequences attributable to differences between the financial statement carrying amounts of existing 
assets and liabilities and their respective tax bases. Deferred tax assets are also recognized for realizable 
operating loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using enacted income 
tax rates in effect for the year in which those temporary differences are expected to be recovered or settled. The 
effect on deferred tax assets and liabilities of a change in income tax rates is recognized in our Consolidated 
Statement of Income in the period that includes the enactment date. A valuation allowance is recorded to reduce 
the carrying amounts of deferred tax assets if it is more likely than not that such assets will not be realized. 


Significant judgment is required in determining the provision for income taxes and related accruals, deferred tax 
assets and liabilities. In determining our provision for income taxes, we use an annual effective income tax rate 
based on annual income, permanent differences between book and tax income and statutory income tax rates. We 
adjust the annual effective income tax rate as additional information on outcomes or events becomes available. 
Our effective income tax rate is affected by items including changes in tax law, the tax jurisdiction of new stores 
or business ventures, the level of earnings and the results of tax audits. 


Our income tax returns, like those of most companies, are periodically audited by domestic and foreign tax 
authorities. These audits include questions regarding our tax filing positions, including the timing and amount of 
deductions and the allocation of income among various tax jurisdictions. At any one time, multiple tax years are 
subject to audit by the various tax authorities. We record an accrual for more likely than not exposures after 
evaluating the positions associated with our various income tax filings. A number of years may elapse before a 
particular matter for which we have established an accrual is audited and fully resolved or clarified. We adjust 
our tax contingencies accrual and income tax provision in the period in which matters are effectively settled with 
tax authorities at amounts different from our established accrual, the statute of limitations expires for the relevant 
taxing authority to examine the tax position or when more information becomes available. 


Although we believe that our estimates are reasonable, actual results could differ from these estimates resulting 
in a final tax outcome that may be materially different from that which is reflected in our Consolidated Financial 
Statements. 


In June 2006, the FASB issued FASB Interpretation (“FIN”) No. 48, “Accounting for Uncertainty in Income 
Taxes’, an Interpretation of FASB Statement No. 109. In May 2007, the FASB issued FSP FIN 48-1, “Definition 
of ‘Settlement’ in FASB Interpretation No. 48.” We adopted FIN No. 48 and FSP FIN 48-1 effective February 4, 
2007. For additional information, see Notes to the Consolidated Financial Statements included in Item 8. 
Financial Statements and Supplemental Data. 


Revenue Recognition 


While our recognition of revenue does not involve significant judgment, revenue recognition represents an 
important accounting policy for our organization. We recognize revenue upon customer receipt of the 
merchandise. For e-commerce and catalogue revenues, we estimate shipments that have not been received by the 
customer based on shipping terms and historical delivery times. We also provide a reserve for projected 
merchandise returns based on prior experience. 


All of our brands sell gift cards with no expiration dates to customers in retail stores, through our direct channels 
and through third parties. We do not charge administrative fees on unused gift cards. We recognize income from 
gift cards when they are redeemed by the customer. In addition, we recognize income on unredeemed gift cards 
when we can determine that the likelihood of the gift card being redeemed is remote and there is no legal 
obligation to remit the unredeemed gift cards to relevant jurisdictions (gift card breakage). We determine the gift 
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card breakage rate based on historical redemption patterns. We accumulated sufficient historical data to 
determine the gift card breakage rate at Bath & Body Works and Express during the fourth quarter of 2005 and 
Victoria’s Secret during the fourth quarter of 2007. Gift card breakage is included in Net Sales in our 
Consolidated Statements of Income. 


During the fourth quarter of 2005, we recognized $30 million in pretax income related to the initial recognition 
of gift card breakage at Express and Bath & Body Works. During the fourth quarter of 2007, we recognized $48 
million in pretax income related to the initial recognition of gift card breakage at Victoria’s Secret. 


Additionally, we recognize revenue associated with merchandise sourcing services provided to third parties, 
consisting primarily of former subsidiaries as well as other third parties. Revenue is recognized at the time the 
title passes to the customer. 


Other Items 
2008 Segment Cost Allocation Change 


In 2007, we reviewed our corporate organization and allocation methodology as a result of changes in our 
business including the divestitures of Express and Limited Stores. Consistent with these business changes, we 
have transferred certain individuals and functions from corporate to our operating business units. Further, 
commencing in 2008, we are changing our methodology for allocating certain remaining corporate costs to our 
operating business units, including, but not limited to, costs related to store real estate and store design and 
construction activities. This change will primarily impact General, Administrative and Store Operating Expenses 
across our segments. 


The following table provides a reconciliation of operating income (loss) amounts if these changes had been 
adopted for 2007, 2006 and 2005: 


Victoria’s Bath & 
Secret Body Works Apparel Other Total 


(in millions) 


2007 

Operating Income (Loss) as reported ................-00- $772 $330 $259 $251) $1,110 
Impact of Corporate Cost Allocation Change .............. (54) (28) (9) 91 — 
Operating Income (Loss) as restated .................-00. $718 $302 $250 $(160) $1,110 
2006 

Operating Income (Loss) as reported ...............0-00- $958 $456 $ 27 $(265) $1,176 
Impact of Corporate Cost Allocation Change .............. (79) (36) (28) 143 — 
Operating Income (Loss) as restated ................000-5 $879 $420 $ (1) $(122) $1,176 
2005 

Operating Income (Loss) as reported .................2-. $886 $403 $ (92) $(211) $ 986 
Impact of Corporate Cost Allocation Change .............. (60) (27) (22) 109 — 
Operating Income (Loss) as restated ................000-5 $826 $376 $(114) $(102) $ 986 
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK. 
Market Risk 


The market risk inherent in our financial instruments represents the potential loss in fair value, earnings or cash 
flows arising from adverse changes in foreign currency exchange rates or interest rates. 


Our foreign exchange rate exposure is primarily the result of the January 2007 acquisition of La Senza 
Corporation, whose operations are conducted primarily in Canada. To mitigate the risk to our earnings and the 
fair value of our investment in La Senza associated with fluctuations in the U.S. dollar-Canadian dollar exchange 
rate, we entered into a series of cross-currency swaps related to Canadian dollar denominated intercompany 
loans. These cross-currency swaps require the periodic exchange of fixed rate Canadian dollar interest payments 
for fixed rate U.S. dollar interest payments as well as exchange of Canadian dollar and U.S. dollar principal 
payments upon maturity. The swap arrangements mature between 2015 and 2018 at the same time as the related 
loans. As a result of the Canadian dollar denominated intercompany loans and the related cross-currency swaps, 
we do not believe there is any material risk associated with fluctuations in the U.S. dollar-Canadian dollar 
exchange rate. 


We are exposed to interest rate risk in relation to our investments and our debt. Our investment portfolio 
primarily consists of interest-bearing instruments that are classified as cash and cash equivalents based on their 
original maturities. Our investment portfolio is maintained in accordance with our investment policy, which 
specifies permitted types of investments, specifies credit quality standards and maturity profiles and limits credit 
exposure to any single issuer. The primary objective of our investment activities are the preservation of principal, 
the maintenance of liquidity and the maximization of interest income while minimizing risk. Given the short- 
term nature and quality of investments in our portfolio, we do not believe there is any material risk associated 
with increases or decreases in interest rates. 


The majority of our long-term debt as of February 2, 2008 has fixed interest rates. Thus, our exposure to interest 
rate changes is limited to the fair value of the debt issued, which would not have a material impact on our 
earnings or cash flows. Our $750 million term loan due August 2012 contains a variable interest rate that 
fluctuates based on changes in an underlying benchmark interest rate and changes in our credit rating. In January 
2008, we executed a participating interest rate swap arrangement which limits our exposure to increases in the 
benchmark interest rate while allowing us to partially participate in any decreases in the benchmark interest rate. 
Prior to the execution of the participating interest rate swap, a hypothetical 50 basis point increase in the average 
term loan interest rate would have resulted in $3 million of additional interest expense during 2007. 


We use derivative financial instruments like the cross-currency swaps and the participating interest rate swap 
arrangement to manage exposure to market risks. We do not use derivative financial instruments for trading 
purposes. 


Fair Value of Financial Instruments 


As of February 2, 2008, management believes that the carrying values of cash and cash equivalents, receivables 
and payables approximate fair value because of the short maturity of these financial instruments. The estimated 
fair value of our long-term debt was $2.8 billion compared to the carrying value of $2.9 billion at February 2, 
2008. The estimated fair value of our long-term debt was $1.6 billion compared to the carrying value of $1.7 
billion at February 3, 2007. The aggregate fair value of our foreign currency swap arrangements was a liability of 
$54 million as of February 2, 2008 and a liability of $3 million as of February 3, 2007. The fair value of our 
participating interest rate swap arrangement was a liability of $13 million as of February 2, 2008. 


Concentration of Credit Risk 


We maintain cash and cash equivalents with various major financial institutions, as well as corporate commercial 
paper. We monitor the relative credit standing of these financial institutions and other entities and limit the 
amount of credit exposure with any one entity. We also monitor the creditworthiness of the entities to which we 
grant credit terms in the normal course of business. 
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Safe Harbor Statement Under the Private Securities Litigation Reform Act of 1995 


We caution that any forward-looking statements (as such term is defined in the Private Securities Litigation 
Reform Act of 1995) contained in this report or made by our company or our management involve risks and 
uncertainties and are subject to change based on various important factors, many of which are beyond our 
control. Accordingly, our future performance and financial results may differ materially from those expressed or 
implied in any such forward-looking statements. Words such as “estimate,” “project,” “plan,” “believe,” 
“expect,” “anticipate,” “intend,” “planned,” “potential” and similar expressions may identify forward-looking 
statements. The following factors, among others, in some cases have affected and in the future could affect our 
financial performance and actual results and could cause actual results to differ materially from those expressed 
or implied in any forward-looking statements included in this report or otherwise made by our company or our 
management: 


e risks associated with general economic conditions, consumer confidence and consumer spending patterns; 

e risks associated with the dependence on a high volume of mall traffic and the possible lack of availability of 
suitable store locations on appropriate terms; 

e risks associated with the seasonality of our business; 

e risks associated with our ability to grow through new store openings and existing store remodels and 
expansions; 

e risks associated with our ability to expand into international markets; 

e risks associated with independent licensees; 

e risks associated with our direct channel business including risks associated with our new distribution center; 

* risks associated with our failure to protect our reputation and our brand images; 

e risks associated with our failure to protect our trade names and trademarks; 

e risks associated with market disruptions including severe weather conditions, natural disasters, health 
hazards, terrorist activities or the prospect of these events; 

e risks associated with stock price volatility; 

e risks associated with our failure to maintain our credit rating; 

e risks associated with our ability to service our debt; 

e risks associated with the highly competitive nature of the retail industry generally and the segments in which 
we operate particularly; 

e risks associated with consumer acceptance of our products and our ability to keep up with fashion trends, 
develop new merchandise, launch new product lines successfully, offer products at the appropriate price 
points and enhance our brand image; 

e risks associated with the our ability to retain key personnel; 

e risks associated with our ability to attract, develop and retain qualified employees and manage labor costs; 

e risks associated with our reliance on foreign sources of production, including risks related to: 
¢ political instability, 

duties, taxes, other charges on imports, 

legal and regulatory matters, 

currency and exchange rates, 

local business practices and political issues, 

potential delays or disruptions in shipping and related pricing impacts and 
¢ the disruption of imports by labor disputes; 

e risks associated with the possible inability of our manufacturers to deliver products in a timely manner or 
meet quality standards; 

e risks associated with rising energy costs; 

e risks associated with increases in the costs of mailing, paper and printing; 

e risks associated with our ability to implement and sustain information technology systems; and 

e risks associated with our failure to comply with regulatory requirements. 


5 i A A ad 


We are not under any obligation and do not intend to make publicly available any update or other revisions to 
any of the forward-looking statements contained in this report to reflect circumstances existing after the date of 
this report or to reflect the occurrence of future events even if experience or future events make it clear that any 
expected results expressed or implied by those forward-looking statements will not be realized. 
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA. 


LIMITED BRANDS, INC. 
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Our fiscal year ends on the Saturday closest to January 31. Fiscal years are designated in the Consolidated 
Financial Statements and Notes by the calendar year in which the fiscal year commences. The results for fiscal 
years 2007 and 2005 represent the 52 week period ending February 2, 2008 and January 28, 2006, respectively, 
and 2006 refers to the 53 week period ended February 3, 2007. 
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Management’s Report on Internal Control Over Financial Reporting 


Management is responsible for establishing and maintaining adequate internal control over financial reporting as 
defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934. The Company’s internal 
control system is designed to provide reasonable assurance to the Company’s management and Board of 
Directors regarding the preparation and fair presentation of published financial statements. Because of its 
inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Therefore, 
even those systems determined to be effective can provide only reasonable assurance with respect to financial 
statement preparation and presentation. Also, projections of any evaluation of effectiveness to future periods are 
subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of 
compliance with the policies or procedures may deteriorate. 


Management assessed the effectiveness of the Company’s internal control over financial reporting as of 
February 2, 2008. In making this assessment, management used the criteria established in Internal Control- 
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (the 
COSO criteria). 


Based on our assessment and the COSO criteria, management believes that the Company maintained effective 
internal control over financial reporting as of February 2, 2008. 


The Company’s independent registered public accounting firm, Ernst & Young LLP, has issued an attestation 
report on the Company’s internal control over financial reporting. Ernst & Young LLP’s report appears on the 
following page and expresses an unqualified opinion on the effectiveness of the Company’s internal control over 
financial reporting as of February 2, 2008. 
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Report of Independent Registered Public Accounting Firm on Internal Control Over Financial Reporting 


To the Board of Directors and Shareholders of 
Limited Brands, Inc.: 


We have audited Limited Brands, Inc. and subsidiaries’ internal control over financial reporting as of February 2, 
2008, based on criteria established in Internal Control—Integrated Framework issued by the Committee of 
Sponsoring Organizations of the Treadway Commission (the COSO criteria). Limited Brands, Inc.’s management 
is responsible for maintaining effective internal control over financial reporting, and for its assessment of the 
effectiveness of internal control over financial reporting included in the accompanying Management’s Report on 
Internal Control Over Financial Reporting. Our responsibility is to express an opinion on the Company’s internal 
control over financial reporting based on our audit. 


We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board 
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether effective internal control over financial reporting was maintained in all material respects. Our audit 
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material 
weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the 
assessed risk, and performing such other procedures as we considered necessary in the circumstances. We believe 
that our audit provides a reasonable basis for our opinion. 


A company’s internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles. A company’s internal control over financial reporting 
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, 
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable 
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance 
with generally accepted accounting principles, and that receipts and expenditures of the company are being made 
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable 
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the 
company’s assets that could have a material effect on the financial statements. 


Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that 
controls may become inadequate because of changes in conditions, or that the degree of compliance with the 
policies or procedures may deteriorate. 


In our opinion, Limited Brands, Inc. and subsidiaries maintained, in all material respects, effective internal 
control over financial reporting as of February 2, 2008, based on the COSO criteria. 


We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board 
(United States), the Consolidated Balance Sheets of Limited Brands, Inc. and subsidiaries as of February 2, 2008 
and February 3, 2007, and the related Consolidated Statements of Income, Shareholders’ Equity, and Cash Flows 
for each of the three years in the period ended February 2, 2008 of Limited Brands, Inc. and subsidiaries, and our 
report dated March 28, 2008 expressed an unqualified opinion thereon. 


/s/ Ernst & Young LLP 


Columbus, Ohio 
March 28, 2008 
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Report of Independent Registered Public Accounting Firm on Consolidated Financial Statements 


To the Board of Directors and Shareholders of 
Limited Brands, Inc.: 


We have audited the accompanying Consolidated Balance Sheets of Limited Brands, Inc. and subsidiaries as of 
February 2, 2008 and February 3, 2007, and the related Consolidated Statements of Income, Shareholders’ 
Equity, and Cash Flows for each of the three years in the period ended February 2, 2008. These financial 
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on 
these financial statements based on our audits. 


We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board 
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion. 


In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated 
financial position of Limited Brands, Inc. and subsidiaries at February 2, 2008 and February 3, 2007, and the 
consolidated results of their operations and their cash flows for each of the three years in the period ended 
February 2, 2008, in conformity with U.S. generally accepted accounting principles. 


As discussed in Note 2 to the consolidated financial statements, in 2007 the Company adopted Financial 
Accounting Standards Board Interpretation No. 48, “Accounting for Uncertainty in Income Taxes”; in 2006, the 
Company adopted Statement of Financial Accounting Standards No. 123 (revised), ““Share-Based Payment” and 
in 2005, the Company changed its method of accounting for inventories. 


We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board 
(United States), Limited Brands, Inc. and subsidiaries’ internal control over financial reporting as of February 2, 
2008, based on criteria established in Internal Control—Integrated Framework issued by the Committee of 
Sponsoring Organizations of the Treadway Commission and our report dated March 28, 2008 expressed an 
unqualified opinion thereon. 


/s/ Ernst & Young LLP 


Columbus, Ohio 
March 28, 2008 
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LIMITED BRANDS, INC. 
CONSOLIDATED STATEMENTS OF INCOME 


(in millions except per share amounts) 


2007 2006 2005 

Net Sales sc2-a5.deeidadidun «nats, gad uihed eter a eee bad Guo 4 WaAguneee Be oe bd $10,134 $10,671 $ 9,699 
Costs of Goods Sold, Buying and Occupancy ........ 0... 0c eee (6,592) (6,658) (6,219) 
GTOSS Profit)... ssi cse gated db bean tad eae ae eee de eM alec onitnhs eae ealehne 3,542 4,013 3,480 
General, Administrative and Store Operating Expenses ...............0-000- (2,662) (2,837) (2,494) 
Gain on Divestiture OF EXpress: e..icc se te ee de eed eee ge ea kee aes 302 — —_ 
Loss on Divestiture of Limited Stores ........ 20.0... 0c cee ene (72) — — 
Operating Ncome:... ssececs.p Siddceoare eagle aa a ard cy 4a ain Waldie s Saba eceae oe 1,110 1,176 986 
Interest EXpense: i .0j ti cdan. eee ee wet Ade eee a eee ee eae bee Giles as (149) (102) (94) 
IMESTESE ICONS: oo ee /s°. gd race doa tuted vce aeds aoe lad ace ca, palace digi goad. aepgharacalsyatus aha ipi allele geatecens 18 25 62 
Other Income (LOSS)! «20.0 00dcdecatoetecbdb ise toi biddod det eectadented 128 (3) 4 
Manority: INterest< ec iace x aio Gicle lad and awidl Qa eo bap aie ale ia aroha el cheees, eR G alee OG 22 1 (1) 
Income Before Income Taxes and Cumulative Effect of Changes in Accounting 

PHMICIDIC::ca0-bssis ces andes ee eee eats Waele ete Os Pe meted a Rade eas aches 1,129 1,097 957 
Provision for Income Taxes ....... 0... 0c cece eee eee e eee 411 422 291 
Income Before Cumulative Effect of Changes in Accounting Principle ......... 718 675 666 
Cumulative Effect of Changes in Accounting Principle, Net of Taxes of $0.4 in 

2006 and $11 10 2005: i422. eta ened date bee be aaa led — 1 17 
INGE INCOME: & « 5 cicire catia fe alate achat aed Seine ea cag botice ataualee sah ahlouactel gv acitcacers dateae a, ahaud $ 718 $ 676 $ 683 
Net Income Per Basic Share 
Income Before Cumulative Effect of Changes in Accounting Principle ......... $ 191 $ 171 $ 1.66 
Cumulative Effect of Changes in Accounting Principle ..................0... —_— — 0.04 
Net Income Per Basic Share ........... 00.0 cece cece eee eee ences $ 1.91 $ 1.71 $ 1.70 
Net Income Per Diluted Share 
Income Before Cumulative Effect of Changes in Accounting Principle ......... $ 189 $ 168 $ 1.62 
Cumulative Effect of Changes in Accounting Principle ..................00.. — — 0.04 
Net Income Per Diluted Share ........... 20.0.0. $ 189 $ 168 $ 1.66 


The accompanying Notes are an integral part of these Consolidated Financial Statements. 
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LIMITED BRANDS, INC. 
CONSOLIDATED BALANCE SHEETS 


(in millions except per share amounts) 


February 2, February 3, 


2008 2007 
ASSETS 

Current Assets: 

Cash and Cash Equivalents .......... 0.0... cece eect eee eens $ 1,018 $ 500 

Accounts: Receivable; Nets. cccs0 eGo deo a ewe ead asindiwe baad ae bo eae ed 355 176 

NN VEMLOMIES 5525 deavas hh geecene cee sate nacadslacdtdcdeiel da adebla: a. ctiug) nog. acbhitacte-Bbaraparksensy elgeearertieecane 1,251 1,770 

OER 6.8 jcti-deedcsantortind 4 Gane Sicoeantedehensd dh arte May nee ae ea OS aia Oe ended ea 295 325 
Total-Current-ASsets: «24 een Stach ead ete ea eae 6 oh 28 be ee Sea eee 2,919 2,771 
Property and Equipment, Net .. 0.2.2.0... 0. cece eee ee ee cee een eee e enone 1,862 1,862 
GOOG WAN soe cat seats Pa ca che hte ened facia Sesh deat enve ape tendn eae erat & ace aca ateghtan ® task a aaeleadtts Rana 1,733 1,676 
Trade Names and Other Intangible Assets, Net ....... 0.0.0.0 c eee eee eee eee 677 642 
Other ASSES: 34.3.c:cacalciein Ae Rk els Rp ee AA Oe eta ores bE eu SR RRMA Beth SR 246 142 
Total Assets... 0... cc cece eee eee eee e een eee e eee neae $ 7,437 $ 7,093 

LIABILITIES AND SHAREHOLDERS’ EQUITY 

Current Liabilities: 

Accounts: Payable: 203% veash ete deere hpaied feed eose se erg eee heated aeeas $ 517 $ 593 

Acctued Expenses and Omer 25.064. oad cae oe Ree eS eee EG ROR ES 721 897 

Income: Taxes. spi 50s Ch 4.48 54d oe CSA eRe thas DOE RSS aR ES 136 219 
Total:Currént Liabilities xg nce Scecda $4 Soe hotel A oe ee ote Alot Syd ae Ae Ace 1,374 1,709 
Deferred: Income: Tax: «1:43.05 d508 84S Miikka Ren eae WS ONS 4. erecta bea 175 173 
Long-term De Dt iste. 2.455 atlas de save eusereidacaemrantees aaeece ae Raed iy oie dee wleid a Sigiene eA 2,905 1,665 
Other Long-term Liabuities. $c 354i 560 heel eeaehewed ebise ged sé bed oeeiedeeds 709 520 
Minority Interest: 2.33. :h.syenuwkeeev Spee aad ee hte obo Gee EE eG ease See edie s 55 71 
Shareholders’ Equity: 

Preferred Stock—$1.00 par value; 10 shares authorized; none issued ............ — — 

Common Stock—$0.50 par value; 1,000 shares authorized; 524 shares issued in 

2007 and 2006; 346 and 398 shares outstanding in 2007 and 2006 ............ 262 262 

Paid=in Capital »2.4/¢s-00 teoue db dob ee Ge Hess oO eee eae EM dae eee aS 1,550 1,565 

Accumulated Other Comprehensive Income (Loss) ............0 000 cece eee eee 31 (17) 

Retained Pamings: +c osdecho00adso tad se areneeawd esd satesi ecadoreheneds 4,758 4,277 

Less: Treasury Stock, at Average Cost; 178 shares in 2007 and 126 shares in 

2006 sie se A Pea Qed hides be Se eee eee oe 8 Sh Pb ok te eo (4,382) (3,132) 

Total Shareholders’ Equity 2 cs.sccieeia de dea dwt eee Gane ed breed beiau ewes 2,219 2,955 
Total Liabilities and Shareholders’ Equity ....... 0.0... c cece eae $ 7,437 $ 7,093 


The accompanying Notes are an integral part of these Consolidated Financial Statements. 
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(in millions except per share amounts) 


Balance, January 29, 2005 ........... 


Comprehensive Income (Loss): 
Net Income: c4 20 ceean te eoee 3 


Total Comprehensive Income (Loss) .... 
Cash Dividends ($0.60 per share) ....... 
Repurchase of Common Stock ......... 
Exercise of Stock Options and Other .... 


Balance, January 28, 2006 ........... 


Comprehensive Income (Loss): 

Net Incomeé: is csccw sce sese ces 

Foreign Currency Translation ...... 

Unrealized Loss on Foreign 
Currency Cash Flow Hedge ..... 

Reclassification of Foreign Currency 
Cash Flow Hedge to Earnings .... 

OMer soc. cas cae Rete 6 


Total Comprehensive Income (Loss) .... 
Cash Dividends ($0.60 per share) ....... 
Repurchase of Common Stock ......... 
Exercise of Stock Options and Other .... 


Balance, February 3, 2007 ........... 


Adoption of Financial Accounting 
Standards Board Interpretation No. 48, 
“Accounting for Uncertainty in Income 
WARES aig cits sett cie sia aeons ee 

Comprehensive Income (Loss): 

Net Income 2. ccciee ick cee ees 
Foreign Currency Translation ...... 
Unrealized Loss on Foreign 
Currency Cash Flow Hedge ..... 
Reclassification of Foreign Currency 
Cash Flow Hedge to Earnings .... 
Unrealized Loss on Interest Rate 
Cash Flow Hedge ............. 


Total Comprehensive Income (Loss) .... 
Cash Dividends ($0.60 per share) ....... 
Repurchase of Common Stock ......... 
Exercise of Stock Options and Other .... 


Balance, February 2, 2008 ........... 


The accompanying Notes are an integral part of these Consolidated Financial Statements. 


LIMITED BRANDS, INC. 
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY 


Accumulated 
Common Stock Other Treasury Total 
Shares Paid-In Comprehensive Retained Stock, at Shareholders’ 
Outstanding Par Value Capital Income (Loss) Earnings Average Cost Equity 
407 $262 $1,649 $ (6) $3,398 $(2,968) $ 2,335 
= 683 — 683 
—_ 683 = 683 
—_— (242) — (242) 
(17) — (390) (390) 
2) = (52) — —_ 137 85 
395 $262 $1,597 $ (6) $3,839 $(3,221) $ 2,471 
— 676 — 676 
— —- = 7) — ~ 7) 
— —- = (3) — — (3) 
— — = (3) — _ (3) 
— — — 2 — — 2 
—_— — — (11) 676 = 665 
—_ (238) — (238) 
(7) — (183) (183) 
10 = (32) — — 272 240 
398 $262 $1,565 $(17) $4,277 $(3,132) $ 2,955 
_ (10) — (10) 
— 718 — 718 
= = — 37 — — 37 
— — — (1) —_— — (51) 
— — — 75 — — 715 
—_ — — (13) — — (13) 
— — — 48 718 —_— 766 
= (227) _— (227) 
(59) —_— (1,410) (1,410) 
7 — (15) — —_— 160 145 
346 $262 $1,550 $ 31 $4,758 $(4,382) $ 2,219 
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LIMITED BRANDS, INC. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 


(in millions) 


Operating Activities 
Net Income? .33.34:036 340464 6b 84 ae ie ood Se baw e bb b04 GORE ERE 


Cumulative Effect of Changes in Accounting Principle ................... 
Depreciation and Amortization ....... 0.0... cece eee eee nee 
Excess Tax Benefits From Share-based Compensation ................... 
Gains on Sales.of Assets. ..2..4 s¢54. 0b soos tbe owas Hae ied sid eed be eel 
Deferred Income Waxes) si.i:s ii hh 8 sie canned dew. susih geek. Bide bop Goes GR aed Al bcd ane ak 
Stock Compensation Expense ..... 0.0... 0... eee eee eee 
Tax Benefit on the Exercise of Non-qualified Stock Options ............... 
Gain on Divestiture of Express ...... 0... 0.0 eee eee eee 
Loss on Divestiture of Limited Stores ......... 0.0.0.0 c eee eee eee 
Gain on Distribution from Easton Town Center, LLC .................... 
Goodwill Impairment . 25.04.6545. b05 Weg ehe See deeeeN See Ae hee 
Minority Interest: iu, 34055 p44 da ota uie eaadale $a caches anlage Mad eed 
Changes in Assets and Liabilities, Net of Assets and Liabilities from Acquisitions: .. 
Accounts Receivable: e..500 ch eed oy sae ap eled hse oee anne S aa ere eee aaa S 
INVENLONES si0.2ce ores bathe ae nos ane ney tha ey mew ten sae ve eed 
Accounts Payable, Accrued Expenses and Other ....................0004. 
Income Taxes Payable «oe i245 034 dddduddeds ob eee addse dob dand eaavbda 
Other Assets and Liabilities: . 2... os dees gadea neces, oe easiness eens aids @esecsdeacdea 


Net Cash Provided by Operating Activities ............. 0.0.00. cee eee eee 


Investing Activities 

Proceeds from the Divestiture of Express ..... 0.0.0... cee cece eee 
Proceéds:from:Saléof ASSets: 225. sc05aee dane nce kandeaeias sane eedaate aa 
Proceeds from the Distribution from Easton Town Center, LLC ................ 
Capital Expenditures ic 5.o.054) eb ctcp aon deat aie ectecap gcd aoe Soda eto, ace ae ee a Gopnavdls. wedvanedey 
Acquisition of La Senza Corporation, Net of Cash Acquired of $28 ............. 
Other Investing ACUVvites: <2 5.5-c:i4 45.5) eases Sees apake Sod aa bos acta edb aoa ececpidydudaeelstace aoe 


Net Cash Provided by (Used for) Investing Activities .....................00. 


Financing Activities 

Proceeds from Issuance of Debt ......... 0.0.00 c eee ce eee eens 
Proceeds from Term Loan Refinancing .......... 0.0... cece eee ee 
Repayment of Long-term Debt .............00. 0000. e cece eee nee 
Repurchase of Common Stock ....... 0.0.0... cece eee 
Dividends.Paid .i:.0.cbistogeee td eee deel em deed eeeawded bed ad hoa 
Excess Tax Benefits from Share-based Compensation ....................000. 
Proceeds From Exercise of Stock Options and Other .................0 000000 


Net Cash Used for Financing Activities ..... 2.0.0.0... eee eee ee eee 


Effects of Exchange Rate Changes on Cash ....... 0.0.0... cee eee eee eee 
Net Increase (Decrease) in Cash and Cash equivalents ..............000 0s eee 
Cash and Cash Equivalents, Beginning of Year .................. 0000000005. 


Cash and Cash Equivalents, End of Year ....... 0.0... cece eee eee 


a. ae 
$ 718 $ 676 $ 683 
= (1) (17) 
352 316 299 
(28) (46) — 
(37) (16) (1) 
(5) (43) (76) 
44 37 ll 
_ — 15 
(302) = — 
qs _ — 
(100) = = 
13 = _ 
(22) (1) 1 
(192) 18 (54) 
337. (545) 10 
(152) 115 92 
(31) 16 55 
98 74 63 
765 600 1,081 
547 -_ = 
97 27 = 
102 = = 
(749) (548) (480) 
= 572) = 
33 = (26) 
30 (1,093) (506) 
997 = 30 
250 = = 
(7) (7) — 
(1,402) (193) _— (380) 
(227) (238) ~~ (242) 
28 46 ao 
82 177 64 
(279) (215) (528) 
es == —_ 
518 (708) 47 
500 1,208 -~—«‘1, 161 
$1,018 $ 500 $1,208 


The accompanying Notes are an integral part of these Consolidated Financial Statements. 
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LIMITED BRANDS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


1. Description of Business and Summary of Significant Accounting Policies 
Description of Business 


Limited Brands, Inc. (the Company) operates in the highly competitive specialty retail business. The Company is 
a specialty retailer of women’s intimate apparel, apparel, beauty and personal care products and accessories 
under various trade names. The Company sells its merchandise through specialty retail stores in the United States 
and Canada, which are primarily mall-based, and through e-commerce and catalogue direct response channels. 
The Company currently operates the following retail brands: 


e Victoria’s Secret 

e Pink (Victoria’s Secret) 

e La Senza 

¢ Bath & Body Works 

¢ C.O. Bigelow 

e The White Barn Candle Company 
e Henri Bendel 


Principles of Consolidation 


The Consolidated Financial Statements include the accounts of the Company and its subsidiaries. All significant 
intercompany balances and transactions have been eliminated in consolidation. The Consolidated Financial 
Statements include the results of Express and Limited Stores through their divestiture dates which were July 6, 
2007 and August 3, 2007, respectively. 


Subsequent to the divestitures of Express and Limited Stores, the Company’s remaining 25% ownership interest 
in each is accounted for under the equity method of accounting. As a result, the Company’s share of net income 
or loss for both Express and Limited Stores is included in Other Income (Loss) on the Consolidated Statements 
of Income. The Company eliminates in consolidation 25% of sales to Express and Limited Stores consistent with 
the Company’s ownership percentage. 


The Company’s Consolidated Financial Statements also include less than 100% owned variable interest entities 
in which the Company is designated as the primary beneficiary in accordance with Financial Accounting 
Standards Board Interpretation No. 46(R), “Consolidation of Variable Interest Entities.” 


The Company accounts for investments in unconsolidated entities where it exercises significant influence, but 
does not have control, using the equity method. The Company’s share of net income or loss of unconsolidated 
entities from which the Company purchases merchandise or merchandise components is included in Cost of 
Goods Sold, Buying and Occupancy on the Consolidated Statements of Income. The Company’s share of net 
income or loss of all other unconsolidated entities is included in Other Income (Loss) on the Consolidated 
Statements of Income. The Company’s equity investments are required to be tested for impairment when it is 
determined there may be an other than temporary loss in value. 


Fiscal Year 


The Company’s fiscal year ends on the Saturday nearest to January 31. As used herein, “2007” and “2005” refer 
to the 52 week periods ending February 2, 2008 and January 28, 2006, respectively. “2006” refers to the 53 week 
period ended February 3, 2007. 
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Cash and Cash Equivalents 


Cash and Cash Equivalents include cash on hand, demand deposits with financial institutions and highly liquid 
investments with original maturities of less than 90 days. The Company’s outstanding checks amounted to $121 
million as of February 2, 2008 and $110 million as of February 3, 2007 and are included in Accounts Payable on 
the Consolidated Balance Sheets. 


Concentration of Credit Risk 


The Company maintains cash and cash equivalents with various major financial institutions, as well as corporate 
commercial paper. The Company monitors the relative credit standing of these financial institutions and other 
entities and limits the amount of credit exposure with any one entity. The Company also monitors the 
creditworthiness of the entities to which it grants credit terms in the normal course of business. 


Inventories 


Inventories are principally valued at the lower of cost or market, on a weighted-average cost basis. 


The Company records valuation adjustments to its inventories if the cost of specific inventory items on hand 
exceeds the amount it expects to realize from the ultimate sale or disposal of the inventory. These estimates are 
based on management’s judgment regarding future demand and market conditions and analysis of historical 
experience. 


The Company also records inventory loss adjustments for estimated physical inventory losses that have occurred 
since the date of the last physical inventory. These estimates are based on management’s analysis of historical 
results and operating trends. 


Store Supplies 


The initial shipment of selling-related supplies (primarily hangers, signage and security tags) is capitalized on the 
store opening date. Subsequent shipments are expensed. Store supplies are adjusted as appropriate for changes in 
actual quantities or costs. The Company’s store supplies are included in Other Current Assets on the 
Consolidated Balance Sheets. 


Direct Response Advertising 


The Company capitalizes the direct costs of producing and distributing its catalogues and amortizes the costs 
over the expected future revenue stream, which is generally three months from the date the catalogues are 
mailed. 


The Company’s capitalized direct response advertising costs amounted to $33 million as of February 2, 2008 and 
$34 million as of February 3, 2007 and are included in Other Current Assets on the Consolidated Balance Sheets. 
All other advertising costs are expensed at the time the promotion first appears in media or in the store. 
Catalogue and advertising costs amounted to $519 million for 2007, $603 million for 2006 and $517 million for 
2005. 
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Property and Equipment 


The Company’s property and equipment are recorded at cost and depreciation and amortization is computed on a 
straight-line basis using the following depreciable life ranges: 


Category of Property and Equipment Depreciable Life Range 

Software, including software developed for internal use ......... 3 - 7 years 

Store Plated aSsets.. 3. evssce gage eke ener we hi a eee aes, dan esate ae 3 - 10 years 

Leasehold improvements ............. 0.000. e eee eee eee Shorter of lease term or 10 years 
Non-store related building and site improvements .............. 10 - 15 years 

Other property and equipment ................... 000000008. 20 years 

BuUgldin gS: soci cna eg eladtee Rae Ge eae Gare edeoes RTS Bo 30 years 


When a decision has been made to dispose of property and equipment prior to the end of the previously estimated 
useful life, depreciation estimates are revised to reflect the use of the asset over the shortened estimated useful 
life. The Company’s cost of assets sold or retired and the related accumulated depreciation are removed from the 
accounts with any resulting gain or loss included in net income. The Company’s maintenance and repairs are 
charged to expense as incurred. Major renewals and betterments that extend useful lives are capitalized. 


Property and equipment are reviewed for impairment whenever events or changes in circumstances indicate that 
the carrying amount of the asset may not be recoverable. If the estimated undiscounted future cash flows related 
to the asset are less than the carrying value, the Company recognizes a loss equal to the difference between the 
carrying value and the fair value, usually determined by the estimated discounted future cash flows of the asset. 
Factors used in the valuation include, but are not limited to, management’s plans for future operations, brand 
initiatives, recent operating results and projected future cash flows. 


Goodwill and Intangible Assets 


The Company has certain intangible assets resulting from business combinations that are recorded at cost. 
Intangible assets with finite lives are amortized primarily on a straight-line basis over their respective estimated 
useful lives ranging from 4 to 20 years. These amortizable intangible assets are reviewed for impairment when 
events or changes in circumstances indicate the carrying amount of the asset may not be recoverable. If the 
estimated undiscounted future cash flows related to the asset are less than the carrying value, the Company 
recognizes a loss equal to the difference between the carrying value and the fair value, usually determined by the 
estimated discounted future cash flows of the asset. Intangible assets with indefinite lives are reviewed for 
impairment at least annually by comparing the carrying value to the estimated fair value. 


Goodwill represents the excess of the purchase price over the fair value of the net assets acquired. Goodwill is 
not subject to periodic amortization. The Company reviews its goodwill for impairment at least annually and 
more frequently if certain events occur or circumstances change. The impairment review is performed by 
comparing each reporting unit’s carrying value to its estimated fair value. 


Factors used in the valuation of intangible assets and goodwill include, but are not limited to, management’s 
plans for future operations, brand initiatives, recent operating results and projected cash flows. 


Leases and Leasehold Improvements 


The Company has leases that contain predetermined fixed escalations of minimum rentals and/or rent abatements 
subsequent to taking possession of the leased property. The Company recognizes the related rent expense on a 
straight-line basis commencing upon store possession date. The Company records the difference between the 
recognized rental expense and amounts payable under the leases as deferred lease credits. The Company’s 
liability for predetermined fixed escalations of minimum rentals and/or rent abatements amounted to $77 million 
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as of February 2, 2008 and $98 million as of February 3, 2007. These liabilities are included in Other Long-term 
Liabilities on the Consolidated Balance Sheets. 


The Company receives allowances from landlords related to its retail stores. These allowances are generally 
comprised of cash amounts received by the Company from its landlords as part of the negotiated lease terms. The 
Company records a receivable and a landlord allowance at the lease commencement date (date of initial 
possession of the store). The deferred lease credit is amortized on a straight-line basis as a reduction of rent 
expense over the term of the lease (including the pre-opening build-out period) and the receivable is reduced as 
amounts are received from the landlord. The Company’s unamortized portion of landlord allowances amounted 
to $185 million as of both February 2, 2008 and February 3, 2007 and is included in Other Long-term Liabilities 
on the Consolidated Balance Sheets. 


The Company also has leasehold improvements which are amortized over the shorter of their estimated useful 
lives or the period from the date the assets are placed in service to the end of the initial lease term. Leasehold 
improvements made after the inception of the initial lease term are depreciated over the shorter of their estimated 
useful lives or the remaining lease term, including renewal periods, if reasonably assured. 


Foreign Currency Translation 


The functional currency of the Company’s foreign operations is generally the applicable local currency. Assets 
and liabilities are translated into U.S. dollars using the current exchange rates in effect as of the balance sheet 
date, while revenues and expenses are translated at the average exchange rates for the period. The Company’s 
resulting translation adjustments are recorded as a component of Accumulated Other Comprehensive Income 
(Loss) within the Consolidated Statements of Shareholders’ Equity. 


Derivative Financial Instruments 


The Company uses derivative financial instruments to manage exposure to foreign currency exchange rates and 
interest rates. The Company does not use derivative financial instruments for trading purposes. Derivative 
financial instruments are accounted for in accordance with SFAS 133, “Accounting for Derivative Instruments 
and Hedging Activities” (““SFAS 133”) as amended, which requires that all derivative instruments be recorded on 
the Consolidated Balance Sheets at fair value. 


The Company’s foreign exchange rate exposure is primarily the result of the January 2007 acquisition of La 
Senza Corporation whose operations are conducted primarily in Canada. To mitigate the exposure to fluctuations 
in the U.S. dollar-Canadian dollar exchange rate, the Company entered into a series of cross-currency swaps 
related to Canadian dollar denominated intercompany loans. These cross-currency swaps require the periodic 
exchange of fixed rate Canadian dollar interest payments for fixed rate U.S. dollar interest payments as well as 
exchange of Canadian dollar and U.S. dollar principal payments upon maturity. The swap arrangements mature 
between 2015 and 2018 at the same time as the related loans. 


The cross-currency interest rate swaps are designated as cash flow hedges of foreign currency exchange risk. 
Changes in the U.S. dollar-Canadian dollar exchange rate result in reclassification of amounts from accumulated 
other comprehensive income (loss) to earnings to offset foreign currency transaction gains and losses recognized 
on the intercompany loans. The Company’s aggregate fair value of foreign currency swap arrangements was a 
liability of $54 million as of February 2, 2008 and a liability of $3 million as of February 3, 2007. These 
liabilities are included in Other Long-term Liabilities on the Consolidated Balance Sheets. 


In March and June 2007, the Company entered into interest rate lock agreements designated as cash flow hedges 
to mitigate exposure to interest rate fluctuations on the anticipated future issuance of debt. In conjunction with 
the Company’s issuance of notes during July 2007, the interest rate locks were settled. Based on changes between 
the anticipated and actual amount and timing of the debt issuance, the Company concluded during the second 
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quarter of 2007 that the interest rate locks no longer qualified as cash flow hedges. As a result, $17 million of 
realized pretax gains from the settlement of the interest rate locks was recognized in earnings in the second 
quarter of 2007. The gain on the interest rate lock agreements is included in Other Income (Loss) on the 
Consolidated Statements of Income. 


In January 2008, the Company entered into a participating interest rate swap arrangement designated as a cash 
flow hedge to mitigate exposure to interest rate fluctuations related to the Company’s $750 million Term Loan. 
The fair value of the participating interest rate swap arrangement was a liability of $13 million as of February 2, 
2008 which is included in Other Long-term Liabilities on the Consolidated Balance Sheets. 


Income Taxes 


The Company accounts for income taxes under the asset and liability method. Under this method, the amount of 
taxes currently payable or refundable are accrued and deferred tax assets and liabilities are recognized for the 
estimated future tax consequences attributable to differences between the financial statement carrying amounts of 
existing assets and liabilities and their respective tax bases. Deferred tax assets are also recognized for realizable 
operating loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using enacted income 
tax rates in effect for the year in which those temporary differences are expected to be recovered or settled. The 
effect on deferred tax assets and liabilities of a change in income tax rates is recognized in the Company’s 
Consolidated Statement of Income in the period that includes the enactment date. A valuation allowance is 
recorded to reduce the carrying amounts of deferred tax assets if it is more likely than not that such assets will 
not be realized. 


In determining the Company’s provision for income taxes, it uses an annual effective income tax rate based on 
annual income, permanent differences between book and tax income and statutory income tax rates. The 
Company adjusts the annual effective income tax rate as additional information on outcomes or events becomes 
available. The Company’s effective income tax rate is affected by items including changes in tax law, the tax 
jurisdiction of new stores or business ventures, the level of earnings and the results of tax audits. 


The Company’s income tax returns, like those of most companies, are periodically audited by domestic and 
foreign tax authorities. These audits include questions regarding the Company’s tax filing positions, including the 
timing and amount of deductions and the allocation of income among various tax jurisdictions. At any one time, 
multiple tax years are subject to audit by the various tax authorities. The Company records an accrual for more 
likely than not exposures after evaluating the positions associated with its various income tax filings. A number 
of years may elapse before a particular matter for which the Company has established an accrual is audited and 
fully resolved or clarified. The Company adjusts its tax contingencies accrual and income tax provision in the 
period in which matters are effectively settled with tax authorities at amounts different from its established 
accrual, the statute of limitations expires for the relevant taxing authority to examine the tax position or when 
more information becomes available. The Company includes its tax contingencies accrual, including accrued 
penalties and interest, in Other Long-term Liabilities on the Consolidated Balance Sheets unless the liability is 
expected to be paid within one year. Changes to the tax contingencies accrual, including accrued penalties and 
interest, are included in Provision for Income Taxes on the Consolidated Statements of Income. 


In June 2006, the FASB issued FASB Interpretation (“FIN”) No. 48, “Accounting for Uncertainty in Income 
Taxes’, an Interpretation of FASB Statement No. 109. In May 2007, the FASB issued FSP FIN 48-1, “Definition 
of Settlement in FASB Interpretation No. 48”. The Company adopted FIN No. 48 and FSP FIN 48-1 effective 
February 4, 2007. For additional information, see Note 2, “New Accounting Pronouncements and Changes in 
Accounting Principle” and Note 10, “Income Taxes.” 
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Self Insurance 


The Company is self-insured for medical, workers’ compensation, general liability and automobile benefits up to 
certain stop-loss limits. Such costs are accrued based on known claims and an estimate of incurred but not 
reported (“IBNR”) claims. IBNR claims are estimated using historical claim information and actuarial estimates. 


Minority Interest 


Minority interest represents the portion of equity interests of consolidated affiliates not owned by the Company. 


Share-based Compensation 


The Company accounts for share-based employee compensation in accordance with SFAS No. 123 (revised 
2004), “Share-Based Payment” (“SFAS 123(R)”). SFAS 123(R) requires all share-based payments to employees 
and directors to be recognized in the financial statements as compensation cost over the service period based on 
their fair value on the date of grant. 


Compensation cost is recognized over the service period on a straight-line basis for the fair value of awards that 
actually vest. Compensation expense for stock options is recognized, net of forfeitures, using a single option 
approach (each option is valued as one grant, irrespective of the number of vesting tranches). Compensation cost 
for restricted stock is recognized, net of forfeitures, on a straight-line basis over the requisite service period. 


The Company has a policy of issuing treasury shares to satisfy award exercises or conversions. 


Revenue Recognition 


The Company recognizes sales upon customer receipt of the merchandise, which for e-commerce and catalogue 
revenues reflects an estimate of shipments that have not yet been received by the customer based on shipping 
terms and estimated delivery times. The Company’s shipping and handling revenues are included in Net Sales 
with the related costs included in Costs of Goods Sold, Buying and Occupancy on the Consolidated Statements 
of Income. The Company also provides a reserve for projected merchandise returns based on prior experience. 
Net Sales exclude sales tax collected from customers. 


The Company’s brands sell gift cards with no expiration dates to customers. The Company does not charge 
administrative fees on unused gift cards. The Company recognizes income from gift cards when they are 
redeemed by the customer. In addition, the Company recognizes income on unredeemed gift cards when it can 
determine that the likelihood of the gift card being redeemed is remote and that there is no legal obligation to 
remit the unredeemed gift cards to relevant jurisdictions (gift card breakage). The Company determines the gift 
card breakage rate based on historical redemption patterns. The Company accumulated enough historical data to 
determine the gift card breakage rate at Bath & Body Works and Express during the fourth quarter of 2005 and 
Victoria’s Secret during the fourth quarter of 2007. Gift card breakage is included in Net Sales in the 
Consolidated Statements of Income. 


During the fourth quarter of 2005, the Company recognized $30 million in pretax income related to the initial 
recognition of gift card breakage at Express and Bath & Body Works. During the fourth quarter of 2007, the 
Company recognized $48 million in pretax income related to the initial recognition of gift card breakage at 
Victoria’s Secret. 


Additionally, the Company recognizes revenue associated with merchandise sourcing services provided to third 


parties, consisting of former subsidiaries as well as other third parties. Revenue is recognized at the time the title 
passes to the customer. 
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Costs of Goods Sold, Buying and Occupancy 


The Company’s costs of goods sold include merchandise costs, net of discounts and allowances, freight and 
inventory shrinkage. The Company’s buying and occupancy expenses primarily include payroll, benefit costs and 
operating expenses for its buying departments and distribution network, rent, common area maintenance, real 
estate taxes, utilities, maintenance, catalogue amortization and depreciation for the Company’s stores, warehouse 
facilities and equipment. 


General, Administrative and Store Operating Expenses 


The Company’s general, administrative and store operating expenses primarily include payroll and benefit costs 
for its store-selling and administrative departments (including corporate functions), marketing, advertising and 
other operating expenses not specifically categorized elsewhere in the Consolidated Statements of Income. 


Earnings Per Share 


Earnings per basic share is computed based on the weighted-average number of outstanding common shares. 
Earnings per diluted share include the weighted-average effect of dilutive options and restricted stock on the 
weighted-average shares outstanding. 


The following table provides shares utilized for the calculation of basic and diluted earnings per share for 2007, 
2006 and 2005: 


2007 2006 =. 2005 
(in millions) 


Common Shares Issued. «21-5 0..5.4 54605 Gs wees ee eb ed bbe LEE See eee ded 524 524 524 
TrGaSUry SHALES iis ha diac wth eee ed Sao ee a BR Ad ae et ayaa Aa Wa (149) (128) (121) 
Basic Shares ........00 0.00. eee ete en en tenet ene e ene 375 396 403 
Effect of Dilutive Options and Restricted Stock ...... 0... 00. eee cece 5 7 8 
Diluted Shares. 3:2< s4.2.4.0:4 veh kb hatin 42 Feed ee hea 425 we RRA RRR ES 380 403 411 


Approximately 9 million stock options as of February 2, 2008 and 6 million stock options as of both February 3, 
2007 and January 28, 2006 were outstanding, but were excluded from the calculation of diluted earnings per 
share. These options were excluded because the exercise prices were greater than or equal to the average price of 
the common shares and, therefore, their inclusion would have been anti-dilutive. 


Comprehensive Income (Loss) 


Comprehensive Income (Loss) consists of gains and losses on derivative instruments and foreign currency 
translation adjustments. The cumulative gains and losses on these items are included in Accumulated Other 
Comprehensive Income (Loss) in the Consolidated Balance Sheets and Consolidated Statements of Shareholders’ 
Equity. 


The following table provides additional detail regarding the composition of Accumulated Other Comprehensive 
Income (Loss) as of February 2, 2008 and February 3, 2007: 


February 2, February 3, 
2008 2007 


(in millions) 


Foreign Currency Franslation 2 sce 8s age otinescaee ct ada eee cage eee eee aes 4 $ 30 $ (7) 
Unrealized Gain (Loss) on Cash Flow Hedge ........... 00.0. c eee eee eens 18 (6) 
Realized Loss on Cash Flow Hedge ........... 0... cece eee eee ens (4) (4) 
Unrealized Loss on Interest Rate Cash Flow Hedge .......... 0.0.0.0 cece eee ee eee (13) — 
Total Accumulated Other Comprehensive Income (Loss) ....................-. $ 31 $(17) 
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Use of Estimates in the Preparation of Financial Statements 


The preparation of financial statements in conformity with generally accepted accounting principles requires 
management to make estimates and assumptions that affect the reported amounts of assets and liabilities at the 
date of the financial statements and the reported amounts of revenues and expenses during the reporting period, 
as well as the related disclosure of contingent assets and liabilities at the date of the financial statements. Actual 
results may differ from those estimates and the Company revises its estimates and assumptions as new 
information becomes available. 


2. New Accounting Pronouncements and Changes in Accounting Principle 
New Accounting Pronouncements 
SFAS 161 “Disclosures about Derivative Instruments and Hedging Activities” (“SFAS 161”) 


In March 2008, the FASB issued SFAS 161, which requires disclosures about the fair value of derivative 
instruments and their gains or losses in tabular format as well as disclosures regarding credit-risk-related 
contingent features in derivative agreements, counterparty credit risk and strategies and objectives for using 
derivative instruments. SFAS 161 amends and expands SFAS 133 and is effective prospectively beginning in 
2009. The Company is currently evaluating the impact to its financial statements. 


SFAS 141 (revised 2007) “Business Combinations” (“SFAS 141(R)”) 


In December 2007, the Financial Accounting Standards Board (“FASB”) issued SFAS 141(R), which establishes 
how the acquiring entity recognizes and measures the assets acquired, liabilities assumed, any gain on bargain 
purchases and any noncontrolling interest in the acquired entity. SFAS 141R requires acquisition-related costs to 
be expensed in the periods they are incurred, with the exception of the costs to issue debt or equity 

securities. SFAS 141R requires disclosure of information for a business combination that occurs during the 
accounting period or prior to the issuance of the financial statements for the accounting period. SFAS 141R is 
effective prospectively for business combinations with an acquisition date on or after the beginning of the first 
annual reporting period after December 15, 2008. The Company is currently evaluating the impact to its financial 
statements. 


SFAS 160 “Noncontrolling Interests in Consolidated Financial Statements” (“SFAS 160”) 


In December 2007, the FASB issued SFAS 160, which modifies reporting for noncontrolling interest (minority 
interest) in consolidated financial statements. SFAS 160 requires noncontrolling interest be reported in equity 
and establishes a new framework for recognizing net income or loss and comprehensive income by the 
controlling interest. SFAS 160 requires specific disclosures regarding changes in equity interest of both the 
controlling and noncontrolling parties and presentation of the noncontrolling equity balance and income or loss 
for all periods presented. SFAS 160 is effective for interim and annual periods in fiscal years beginning after 
December 15, 2008. The statement is applied prospectively upon adoption. Upon adoption, prior period financial 
statements will be restated for the presentation of the noncontrolling interest for comparability. The Company is 
currently evaluating the impact to its financial statements. 


SFAS 159 “The Fair Value Option for Financial Assets and Financial Liabilities” (“SFAS 159”) 


In February 2007, the FASB issued SFAS 159 permitting entities to choose to measure many financial 
instruments and certain other items at fair value. The standard also establishes presentation and disclosure 
requirements designed to facilitate comparison between entities that choose different measurement attributes for 
similar types of assets and liabilities. If the fair value option is elected, the effect of the first remeasurement to 
fair value is reported as a cumulative effect adjustment to the opening balance of retained earnings. The 
statement is applied prospectively upon adoption. The Company does not plan to elect fair value treatment for 
any assets or liabilities under SFAS 159 as of the beginning of 2008. 
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SFAS 157 “Fair Value Measurements” (“SFAS 157”) 


In September 2006, the FASB issued SFAS 157, which provides guidance for fair value measurement of assets 
and liabilities and instruments measured at fair value that are classified in shareholders’ equity. The statement 
defines fair value, establishes a fair value measurement framework and expands fair value disclosures. It 
emphasizes that fair value is market-based with the highest measurement hierarchy level being market prices in 
active markets. The standard requires fair value measurements be disclosed by hierarchy level, an entity include 
its own credit standing in the measurement of its liabilities and modifies the transaction price presumption. 


In February 2008, the FASB issued FSP FAS 157-2 “Effective Date of FASB Statement No. 157” which delays 
the effective date of SFAS 157 to fiscal years beginning after November 15, 2008 for all nonfinancial assets and 
nonfinancial liabilities, except those that are recognized or disclosed at fair value in the financial statements on a 
recurring basis (at least annually). The provision of SFAS 157 is applied prospectively. The Company plans to 
adopt the required portions of SFAS 157 at the beginning of 2008 and does not expect a material impact to the 
financial statements. The Company plans to adopt SFAS 157 at the beginning of 2009 for items within the scope 
of FSP FAS 157-2 and is currently evaluating the impact of this portion to the financial statements. 


Changes in Accounting Principle 
Income Taxes 


Effective February 4, 2007, the Company adopted Financial Accounting Standards Board Interpretation No. 48, 
“Accounting for Uncertainty in Income Taxes” (“FIN 48”), an interpretation of FASB Statement 109, 
“Accounting for Income Taxes.” Upon adoption, the Company recognized an additional $10 million liability for 
unrecognized tax benefits, which was accounted for as a reduction to the Company’s opening balance of retained 
earnings on February 4, 2007. For additional information, see Note 10, “Income Taxes.” 


Share-based Compensation 


On January 29, 2006, the Company adopted SFAS 123 (revised 2004), “Share-Based Payment” (“SFAS 
123(R)”’), which requires the measurement and recognition of compensation expense for all share-based awards 
made to employees and directors based on estimated fair values on the grant date. Prior to the adoption of SFAS 
123(R), the Company accounted for share-based awards to employees and directors using the intrinsic value 
method in accordance with Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to 
Employees” (“APB 25”). Under the intrinsic value method, no stock-based compensation expense was 
recognized in the Company’s Consolidated Statements of Income, other than for restricted stock, because the 
exercise price of the Company’s stock options granted to employees and directors was equal to the fair market 
value of the underlying stock at the date of grant. 


The Company adopted SFAS 123(R) using the modified prospective transition method, which requires the 
application of the accounting standard as of January 29, 2006, the first day of the Company’s fiscal year 2006. In 
accordance with the modified prospective transition method, the Company’s Consolidated Financial Statements 
for prior periods have not been restated to reflect, and do not include, the impact of SFAS 123(R). 


Share-based compensation expense recognized in the Consolidated Statements of Income under SFAS 123(R) is 
based on awards ultimately expected to vest and, accordingly, has been reduced for estimated forfeitures. SFAS 
123(R) requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if 
actual forfeitures differ from those estimates. The cumulative effect of change in accounting principle on the 
Consolidated Statement of Income for the year ended February 3, 2007 of $0.7 million (net of tax of $0.4 
million) relates to an estimate of forfeitures of previously recognized unvested restricted stock awards 
outstanding as of January 29, 2006, the date of adoption of SFAS 123(R). 
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The following table provides an illustration of the pro forma effect on net income and earnings per share for the 
fiscal year ended January 28, 2006 as if the Company had applied the fair value recognition provisions of SFAS 
123 to stock-based employee compensation prior to January 29, 2006: 


2005 
(in millions) 

Net:Income,as TEpOrted  o.4.4 fade eS Oe 4s aS A Os eee ba Raw ead $ 683 
Add: Stock Compensation Cost Recorded Under APB 25, Net of Tax ................ 7 
Deduct: Stock Compensation Cost Calculated Under SFAS 123, Net of Tax ........... (29) 
Neét Income: proforma: 4.46 aasee ee awe dake ode ea eats oe 4a ne Eee ea ee $ 661 
Earnings Per Basic Share, as reported .......... 0. 0c cee eee eee tee nee $1.70 
Earnings Per Basic Share, proforma ........... 0.0... c cece cee eee 1.64 
Earnings Per Diluted Share, as reported ..... 0.0... 0. eects 1.66 
Earnings Per Diluted Share, pro forma .... 0.0.0.0... eee eee 1.62 


Inventory Valuation 


During 2005, the Company changed its inventory valuation method. Previously, inventories were principally 
valued at the lower of cost or market, on a weighted-average cost basis, using the retail method. Commencing in 
2005, inventories are principally valued at the lower of cost or market, on a weighted-average cost basis, using 
the cost method. The Company believes the cost method is preferable as compared to the retail method because it 
will increase the organizational focus on the actual margin realized on each sale. Additionally, it is consistent 
with the practices of many other retailers as well as the Company’s personal care and beauty competitors. 


The cumulative effect of this change was $17 million, net of tax of $11 million. This change was recognized as 
an increase to net income in the Consolidated Statements of Income as of the beginning of the first quarter of 
2005. In addition to the $17 million cumulative impact recognized as of the beginning of the first quarter, the 
effect of the change during 2005 was to decrease net income by $4 million, or $0.01 per diluted share. 


3. Acquisitions and Divestitures 
Acquisition 
La Senza Corporation 


On January 12, 2007, the Company completed the acquisition of 100% of the stock of La Senza Corporation (“La 
Senza’’) for $600 million, including transaction costs of $8 million. The acquisition was financed through the use 
of existing cash and was accounted for as a purchase, with results of operations included in the Consolidated 
Financial Statements since the date of acquisition. La Senza is a Canadian specialty retailer offering lingerie and 
sleepwear as well as apparel for girls in the 7-14 year age group. In addition, independently owned La Senza 
stores operate in 40 other countries under license arrangements. The acquisition of La Senza supports the 
Company’s objective of enhancing our capabilities to pursue our strategic growth goals internationally. 
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The following table provides estimated fair values, in millions, of the assets acquired and liabilities assumed at 
the date of acquisition: 


Cash:and Cash Equivalents. «2 .sc2:2.5 02 eeepc ecm caces ace dae asdeenand-e. Rac biacg, ope plahgub prialalig aguas ae area $ 28 
INVENLOTIES .4.340665.0 io oe skate GDOR are OMIRA Ee eee Oe eee Se Meee eS 65 
Property and Equipment: 200 5.45. se5n euacegatueessaianele Bee bah eae aoe a Gop adele bas ace Ses gpa dope 93 
Goodwill. s f2cseetacint sid bce Saeed eer ee ee I caw eed ie 313 
Intanpible: ASSOts: :o.cs-scsracaed skoact dpe eascacp ala mds lacdacd eno gad-e.aelace naa. op lpia npdefaue dae ateeae aoe 196 
Other Assets: ich cinehneeiaredtoegiede beds ies odode wd dew ee nie heeaaee ey 70 
Total Assets Acquired) 3... cise pied nore whe De he Se eR eae eae ee $765 
Cumrent Ltabilitt ess. :5 fo sace sd pune Bedesngrdl bua Ged ew wd adyaedod gta echagedacncactnad anbs al plac acddbapaalons’ apeeaehGabone d $ 67 
Deferred Income: Taxes: 3.22340 .234%G05) 006408 civdbsi dn da dhosdotdodeeas be needa val 
Other Mabie) 35:2. gees be eiscaehe gaicgun ae Bona aeeea eRe My AA Aerie dea eae a ee aes 27 
Total Liabilities Assumed ............. 0.0.0 t ene e nn ees $165 
Net Assets Acquired ........... 0.00 cc cece cence teen e tenet nnn eeee $600 

Divestitures 

Express 


On July 6, 2007, the Company completed the divestiture of 75% of its ownership interest in Express to affiliates 
of Golden Gate Capital for pretax net cash proceeds of $547 million. For additional information, see Note 8, 
“Equity Investments.” The Company recorded a pretax gain on the divestiture of $302 million which reflected a 
$4 million lease guarantee liability. For additional information, see Note 14, “Commitments and Contingencies.” 


In conjunction with the transaction, the Company and Express entered into transition services agreements 
whereby the Company will provide support to Express in various operational areas including logistics, 
technology and merchandise sourcing. The terms of these transition services arrangements varies and ranges 
from 3 months to 3 years. The Company recognized $353 million of merchandise sourcing revenue from Express 
during 2007 subsequent to the divestiture date. The Company has eliminated 25% of the merchandise sourcing 
revenue consistent with its ownership percentage. The Company’s accounts receivable from Express totaled $151 
million as of February 2, 2008 for merchandise sourcing and other services provided in accordance with the 
terms and conditions of their transition services agreements. 


Limited Stores 


On August 3, 2007, the Company completed the divestiture of 75% of its ownership interest in Limited Stores to 
affiliates of Sun Capital. As part of the agreement, Sun Capital contributed $50 million of equity capital into the 
business and arranged a $75 million credit facility. For additional information, see Note 8, “Equity Investments.” 
The Company recorded a pretax loss on the divestiture of $72 million which reflected an $8 million lease 
guarantee liability. For additional information, see Note 14, “Commitments and Contingencies.” 


In conjunction with the transaction, the Company and Limited Stores entered into transition services agreements 
where the Company will provide support to Limited Stores in various operational areas including logistics, 
technology and merchandise sourcing. The terms of these transition services arrangements varies and ranges 
from 3 months to 3 years. The Company recognized $75 million of merchandise sourcing revenue from Limited 
Stores during 2007 subsequent to the divestiture date. The Company has eliminated 25% of the merchandise 
sourcing revenue consistent with its ownership percentage. The Company’s accounts receivable from Limited 
Stores totaled $22 million as of February 2, 2008 for merchandise sourcing and other services provided in 
accordance with the terms and conditions of their transition services agreements. 


4. Restructuring Activities 


During the second quarter of 2007, the Company initiated a restructuring program designed to resize the 
Company’s corporate infrastructure and to adjust for the impact of the Apparel divestitures. This program 
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resulted in the elimination of approximately 500 positions (or 10%) of the Company’s corporate and home office 
headcount through position eliminations and transfers to Express and Limited Stores. The Company recognized 
pretax charges consisting primarily of severance and related costs of $34 million for the fiscal year ended 
February 2, 2008. These costs are included in General, Administrative and Store Operating Expenses on the 
Consolidated Statement of Income. 


The following table summarizes these restructuring activities for the fiscal year ended February 2, 2008: 


February 2, 
2008 
(in millions) 
Balance as of February 3, 2007 ....... 2.00... ect teens $ — 
Provision, Net of Changes in Estimates ........ 0.0.0... c cece eee eens 34 
Cash Payments) 5.5, <3: kie ge aes ede hime dig ahdk Ree a bre Pe AER oa, Relat (16) 
Balance as of February 2, 2008 .......... 20... eect ena $18 


During 2007, the Company recognized charges totaling $20 million related to the disposition of a personal care 
business which includes the goodwill impairment discussed in Note 7, “Goodwill and Other Intangible Assets”, 
costs to wind down the operations of the business and a charge to repurchase the minority interest from the 
Company’s investment partner. Additionally, the Company recognized $2 million of costs consisting primarily of 
property and equipment write-offs associated with the closure of the six Diva London concept stores. The 
Company also recognized and recorded gains related to the sale of two corporate aircraft for $25 million. The 
Company recorded these costs and gains in General, Administrative and Store Operating Expenses on the 
Consolidated Statement of Income. 


5. Inventories 


The following table provides inventories as of February 2, 2008 and February 3, 2007: 


February 2, February 3, 
2007 


2008 
(in millions) 
Finished Goods Merchandise ........ 0.0... c cece eee eee eee eens $1,140 $1,537 
Raw Materials and Merchandise Components ...................0.0-, 111 233 
Total Inventories ........... 0.0.0.0. ccc eee eee eens $1,251 $1,770 


6. Property and Equipment, Net 
Property and Equipment, Net as of February 2, 2008 and February 3, 2007 were as follows: 


February 2, February 3, 
2008 2007 


(in millions) 


TATU aay eee cha dict eos settee ah cee nas ged aces une Acct pen estes claes seeatanuetbeicdes ea aks $  §660 $ 651 
Buildings and Improvements ............ 0.0.0. c eee eee eee eee 394 383 
Furniture, Fixtures, Software and Equipment ....................0000- 2,255 2,366 
Leaseholds and Improvements ............ 0.000 e ee eee nee eee 970 1,288 
Construction in Progress: oc :.-:ecscgls send oodne det guehe, one) eb alsa aisraens AG Maes 132 219 
Total 56s sick soho 04 be 8S nh PEWS A ea i ere eo 3,811 4,307 
Accumulated Depreciation and Amortization ............. 00000 eee eee (1,949) (2,445) 
Property and Equipment, Net .............. 0.0... cee eee ee eee $ 1,862 $ 1,862 


7. Goodwill, Trade Names and Other Intangible Assets, Net 


The following table provides the rollforward of goodwill for the fiscal years ended February 2, 2008 and 
February 3, 2007: 


Victoria’s Bath & Body 


Secret Works Apparel Other Total 
(in millions) 
Balance as of January 28, 2006 ............... 00.0008. $ 690 $627 $ — $40 $1,357 
PXCQUISIELOMS 5.5, 23h sie a2 ohn iecseplapale cine, BS bus Rd rece Sle Ad 313 1 —_ 9 323 
Foreign Currency Translation ......... 0.0.0.0 cee eee eee (4) — — — (4) 
Balance as of February 3, 2007 ..................-..5. 999 628 —_ 49 1,676 
ACQUISITIONS 450. gic due Skid eg yas eee w Pash Gated mooie et — — — 25 25 
Reclassification to Trade Name .......... 0.0.00. c eae — — — (12) (12) 
IMpairMent 3.2526 hoebd ttn deeded eae dse dobeddede — — — (13) (13) 
Reallocation of Purchase Price ............ 0.0 c eee eae (1) — — (1) (2) 
Foreign Currency Translation ....................0.000. 59 — — — 59 
Balance as of February 2, 2008 ....................... $1,057 $628 $ — $48 $1,733 


In conjunction with the January 2007 acquisition of La Senza, the Company recorded $313 million in goodwill, 
which is not deductible for tax purposes, $170 million in intangible assets with indefinite lives and $26 million in 
intangible assets with finite lives. The intangible assets with finite lives consist primarily of international 
licensing arrangements and favorable store operating lease agreements. These intangible assets have an estimated 
weighted-average amortization period of 13 years. The intangible assets with indefinite lives consist of trade 
names. 


An additional $9 million of goodwill was recorded as a result of the Company’s acquisition of a personal care 
business in 2006. 


In February 2007, the Company acquired a personal care products business along with an investment partner. Net 
assets of the acquired business consisted primarily of goodwill. During the second quarter of 2007, the Company 
and its investment partner made a decision to close the operations of the acquired business. Based on this decision, 
the Company completed a valuation of the acquired business trade name, which the Company intends to continue to 
use. Based on the Company’s evaluation, $12 million of the $25 million purchase price was allocated to the trade 
name. The remaining $13 million was recognized as an impairment charge in operating income in the second 
quarter of 2007 within the Other segment. The Company recognized the investment partner’s portion of the 
impairment charge of $7 million in minority interest on the Consolidated Statements of Income. 


Intangible assets with indefinite lives represent the Victoria’s Secret, Bath & Body Works and La Senza trade 
names. These assets totaled $611 million as of February 2, 2008 and $579 million as of February 3, 2007 and are 
included in Trade Names and Other Intangible Assets, Net on the Consolidated Balance Sheets. 


The following table provides intangible assets with finite lives as of February 2, 2008 and February 3, 2007: 


February 2, February 3, 


2008 2007 
(in millions) 

Intellectual Property: asic bac hhc. Gatiadi ding da wkd dane a Me ee a ec es $ 41 $ 41 
Trademarks/Brands cio 5.05% sale edie deed (oh ede oe a DE ade Re a ae AS See 45 31 
Licensing Agreements and Customer Relationships .................. 000000000 ee 28 27 
Favorable Operating Leases ....... 0.0... cece cette eens 22 20 
Total) 5-4 ncisdedieees died ieee tae bat nd Pee eee eee beodbdingiegedes 136 119 
Accumulated Amortization .......0 0.0.00 (70) (56) 
Intangible Assets, Net ...... 00.0... cence etn t nen eee $ 66 $ 63 


Amortization expense was $14 million for 2007, $11 million for 2006 and $11 million for 2005. Estimated future 
annual amortization expense will be approximately $9 million in each of 2008, 2009 and 2010, $7 million in 
2011, $5 million in 2012 and $27 million thereafter. 


8. Equity Investments 
Express 


On July 6, 2007, the Company completed the divestiture of 75% of its ownership interest in Express to affiliates 
of Golden Gate Capital. The Company’s remaining 25% investment in Express is accounted for under the equity 
method of accounting. Accordingly, the Company recorded 25% of Express’ results for the period from July 7, 
2007 through February 2, 2008 in Other Income (Loss) on the Consolidated Statement of Income. The 
Company’s investment carrying value for Express was $99 million as of February 2, 2008 and is included in 
Other Assets on the Consolidated Balance Sheet. 


Limited Stores 


On August 3, 2007, the Company completed the divestiture of 75% of its ownership interest in Limited Stores to 
affiliates of Sun Capital. The Company’s remaining 25% investment in Limited Stores is accounted for under the 
equity method of accounting. Accordingly, the Company recorded 25% of Limited Stores’ results for the period 
from August 4, 2007 through February 2, 2008 in Other Income (Loss) on the Consolidated Statement of Income. 
The Company’s investment carrying value for Limited Stores was $13 million as of February 2, 2008 and is 
included in Other Assets on the Consolidated Balance Sheet. 


Easton 


The Company has land and other investments in Easton, a 1,300 acre planned community in Columbus, Ohio that 
integrates office, hotel, retail, residential and recreational space. These investments, at cost, totaled $62 million 
as of February 2, 2008 and $59 million as of February 3, 2007 and are recorded in Other Assets on the 
Consolidated Balance Sheets. 


Included in the Company’s Easton investments is an equity interest in Easton Town Center, LLC (“ETC”), an 
entity that owns and has developed a commercial entertainment and shopping center. The Company’s investment 
in ETC is accounted for using the equity method of accounting. The Company has a majority financial interest in 
ETC, but another unaffiliated member manages ETC. Certain significant decisions regarding ETC require the 
consent of unaffiliated members in addition to the Company. 


In July 2007, ETC refinanced its $290 million secured bank loan replacing it with a $405 million secured bank 
loan. The loan is payable in full on August 9, 2017. 


In conjunction with the loan refinancing, ETC repaid the existing loan, reserved cash for capital expenditures and 
operations and authorized the distribution of $150 million to ETC members. As an ETC member, the Company 
received approximately $102 million of proceeds resulting in a $100 million gain after reducing the Company’ s 
ETC carrying value from $2 million to zero. The gain is included in Other Income (Loss) on the Consolidated 
Statement of Income. The Company’s carrying value in its investment in ETC was $4 million as of February 3, 
2007. 


Total assets of ETC were approximately $262 million as of February 2, 2008 and $240 million as of February 3, 
2007. 
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9. Accrued Expenses and Other 


The following table provides accrued expenses and other as of February 2, 2008 and February 3, 2007: 


February 2, February 3, 


2008 2007 
(in millions) 

Deferred REVENUE: 66.5.05 662 Hest kee ae ee eco bee he is Be $218 $273 
Compensation, Payroll Taxes and Benefits ............. 0.0... e eee eee eee 115 183 
Taxes, Other Than Income ........... 0. ccc ee eee een eee nne 71 92 
Returns, REServe: 22, 45, os ae 55s ie ee duwe eee eeoats een tes ndeti eae ays he 8 Ae Bees Bn aN Te 37 40 
INSurance 6356s hehe we daad stk Pie w Miata ee ee bobs ods 4. Pee eee 33 31 
PRET ce costo edt esreescintecses canes 4eteeadeatees Seis eeipdes cep anaes tad dks Goselede ge eB rd ton (2 dese ate nese ad tee Rlvcicanonth 31 45 
Interest... 6.264.066 o dew gahew oo) 01860 Rik Saab ei aaewiieeebtio bdo kiedosin 24 26 
Current Portion of Long-term Debt .......... 0.000.000 7 8 
Other 3 cs. haewge. 5 ead hed ek W eS so OUEST ee PEE Ode die dawns Se a eS 185 199 
Total Accrued Expenses and Other .............. 0.00. c cece eee eens $721 $897 


10. Income Taxes 


The following table provides the components of the Company’s provision for income taxes for 2007, 2006 and 


2005: 
2007 2006 2005 
(in millions) 

Current: 

WES Redeta liask ais caste tye aeirae 2.ceseee athe Ba anak 32 Reais Ane Seach Slt tnantee seas $352 $385 $363 

SS i cea TP Do Yd SR A eT 46 75 76 

POT Seg gee eee ea sne, suerte a eens ate eae le ano See hte oes Aine deeaee Suaer eed earn sah onde 18 5 5 
AQUA 2 5 cy ck ec rceape Seteeeoprs tet te eae sree dese ocr Sheehan etry eos epee tee een 416 465 444 
Deferred: 

U.S. Federal 0... ce cee eee eee eee seen e seen eee 59 (22) (55) 

WS, State 420 ci hades eed ca bbe ia besa eb Ge ede k Ga ded bbe ab tebe bee wae trace tis (56) (21) (21) 

TAS (0.0 0 Shs ae se SP Pg re PER RR RP er (8) — — 
QUAD Se 5, Sd sh crtes eo sects tn ae seca ps ne care Serene eee Peta eas Soe bearts ener cee acento Settee ed (5) (43) (76) 
Benefit on Repatriation of Foreign Earnings ............ 0.0.0: cece eee — — (77) 
Provision for Income Taxes ............... 0000 c cee nee eee nee $411 $422 $291 


The foreign component of pretax income, arising principally from overseas operations, was $40 million for 2007, 
$54 million for 2006 and $56 million for 2005. The non-U.S. tax provision reflects the impact of enacted 
statutory rate decreases in Canada. In January 2006, the Company approved a qualifying reinvestment plan and 
repatriated $395 million of untaxed foreign earnings pursuant to the provisions of the American Jobs Creation 


Act. This repatriation resulted in a one-time tax benefit of $77 million in the fourth quarter of 2005. 
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The following table provides the reconciliation between the statutory federal income tax rate and the effective tax 
rate for 2007, 2006 and 2005: 


2007 2006 8 §=2005 


Federal Income: Vax Rate: sc saciws ccna eio en bare 8 did w ibe b Se EN wha aa ow ees 35.0% 35.0% 35.0% 
State Income Taxes, Net of Federal Income Tax Effect ............ 0.0.0.0... c cee eee 3.5% 3.2% 3.6% 
State Valuation Allowance Adjustment ........ 0.0.0... c eee ee eee eens (3.4%) — — 
Non-deductible Loss on Divestiture of Limited Stores ....... 0.0.0.0... 0c cece eee eee 19% — — 
Other Items; Net: fas eevee dpe dyin se hie hath d dacs a ised he whee oe See oe eee (0.6%) 0.3% (0.1%) 
Effective Tax Rate Before Benefit of Repatriation of Foreign Earnings at Reduced 

RAC 5.5 ded paaiedes bE A Ro ad bo Ged Lao AG PAS mebasaeesad ened OOS 36.4% 38.5% 38.5% 
Benefit of Repatriation of Foreign Earnings at Reduced Rate .................0..0005 —_— — (8.1%) 
Effective Tax Rate 2.0.0.0... tenn ent n tenn ene e ene 36.4% 38.5% 30.4% 


The Company’s effective tax rate has historically reflected and continues to reflect a provision related to the 
undistributed earnings of foreign affiliates. The Company has recorded a deferred tax liability for those amounts, 
but the taxes are not paid until the earnings are deemed repatriated to the United States. 


Deferred Taxes 


The following table provides the effect of temporary differences that cause deferred income taxes as of 
February 2, 2008 and February 3, 2007: 


February 2, 2008 February 3, 2007 
Assets Liabilities Total Assets Liabilities Total 


(in millions) 


MVS ASCS es odo: stasis tes oid ass aaneteiaeudes Si aie agar eee a ees ueeceaye 2 $24 $ — $ 24 $28 $ — § 28 
Non-qualified Retirement Plan ...................... 66 —_— 66 67 — 67 
IDVENLOLY seuss eed ae Rakes seo we ce eh even Ate 51 —_— 51 33 — 33 
Property and Equipment ............ 0.0.0... ee eee eee — (82) (82) — (80) (80) 
GOOU WANs. cknccie a.6 eects manele d thom arg Aeon dee ein amee ne acasors — (16) (16) — (15) (15) 
Trade Names and Other Intangibles ................... — (203) (203) — (198) (198) 
Undistributed Earnings of Foreign Affiliates ............ — (21) (21) — (13) (13) 
State Net Operating Losses ...................00000. 47 — 47 52 —_— 52 
Non-U.S. Operating Losses ............. 0.00000 00004 13 — 13 

Valuation Allowance ........... 0.0 c eee eee ee (20) — (20) (51) — (51) 
Other NGC. airs. cto ae Sages gd apache Bees eee Rao 37 — 37 — (36) (36) 
Total Deferred Income Taxes ...................... $218 $(322) $(104) $129 $342) $213) 


In connection with the adoption of Financial Accounting Standards Board Interpretation No. 48, “Accounting for 
Uncertainty in Income Taxes” (“FIN 48”), the Company reclassified $114 million included in the “Other, Net” 
balance at February 3, 2007 which included a $107 million reclassification from Current Liabilities - Income 
Taxes to Other Long-term Liabilities on the Consolidated Balance Sheet. 


As of February 2, 2008, the Company had available for state income tax purposes net operating loss 
carryforwards which expire, if unused, in the years 2008 through 2026. The Company has analyzed the 
realization of the state net operating loss carryforwards on an individual state basis. In 2006, the Company had a 
valuation allowance against substantially all of these net operating losses. In the second quarter of 2007, a 
substantial portion of the valuation allowance was reversed in connection with the Apparel divestitures. In 2007, 
for those states where the Company has determined that it is more likely than not that the state net operating loss 
carryforwards will not be realized, a valuation allowance has been provided for the deferred tax asset. 
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As of February 2, 2008, the Company had available for non-U.S. tax purposes a net operating loss carryforward 
which expires, if unused, in 2028. The Company has determined that it is more likely than not that substantially 
all of the net operating loss carryforward will not be realized and a valuation allowance has been provided for the 
net deferred tax assets, including the net operating loss carryforward, of the related tax loss entity. 


Income taxes payable on the accompanying Consolidated Balance Sheets included net current deferred tax 
liabilities of $4 million as of February 2, 2008 and $40 million as of February 3, 2007. The Company also had 
net current deferred tax assets of $75 million as of February 2, 2008 which are included in Other Current Assets 
on the Consolidated Balance Sheet. Income tax payments were $428 million for 2007, $451 million for 2006 and 
$298 million for 2005. 


Uncertain Tax Positions 


Effective February 4, 2007, the Company adopted Financial Accounting Standards Board Interpretation No. 48, 
“Accounting for Uncertainty in Income Taxes” (“FIN 48”), an interpretation of FASB Statement No. 109, “Accounting 
for Income Taxes.” FIN 48 requires that a position taken or expected to be taken in a tax return be recognized in the 
financial statements when it is more likely than not (i.e., a likelihood of more than fifty percent) that the position would 
be sustained upon examination by tax authorities. A recognized tax position is then measured at the largest amount of 
benefit that is greater than fifty percent likely of being realized upon ultimate settlement. Upon adoption, the Company 
recognized an additional $10 million liability for unrecognized tax benefits, which was accounted for as a reduction to 
the Company’s opening balance of retained earnings on February 4, 2007. Including this adjustment, the Company had 
$131 million of unrecognized tax benefits at February 4, 2007, $85 million of which, if recognized, would affect the 
effective income tax rate and $6 million of which, if recognized, would impact Goodwill. Additionally, the Company 
reclassified $107 million of unrecognized tax benefits from Current Liabilities - Income Taxes to Other Long-term 
Liabilities on the Consolidated Balance Sheet. 


At February 2, 2008, the Company had $144 million of unrecognized tax benefits, $97 million of which, if 
recognized, would affect the effective income tax rate. Of the total unrecognized tax benefits, it is reasonably 
possible that $18 million could change in the next twelve months due to audit settlements, expiration of statute of 
limitations or other resolution of uncertainties. Due to the uncertain and complex application of tax regulations, it 
is possible that the ultimate resolution of audits may result in liabilities which could be different from this 
estimate. In such case, the Company will record additional tax expense or tax benefit in the tax provision or 
reclassify amounts on the Consolidated Balance Sheet in the period in which such the matter is effectively settled 
with the tax authority. 


The Company recognizes interest and penalties related to unrecognized tax benefits as components of income tax 
expense. For 2007, $4 million of interest and penalties was included in the Provision for Income Tax. The 
Company had accrued approximately $39 million and $40 million for the payment of interest and penalties as of 
February 4, 2007 and February 2, 2008, respectively. 


The following table summarizes the activity related to its unrecognized tax benefits for U.S. federal, state & 
non-U.S. tax jurisdictions for 2007 without interest and penalties: 


2007 

Gross Unrecognized Tax Benefits as of February 4, 2007 ................ 000.2. e eee eee ee $ 92 
Increases in Tax Positions for Prior Years ..... 2.0.0... cee ccc e nent eee 6 
Decreases in Tax Positions for Prior Years ... 0... 0.00. cet eee teens (14) 
Increases in Unrecognized Tax Benefits as a Result of Current Year Activity ................... 28 
Decreases to Unrecognized Tax Benefits Relating to Settlements with Taxing Authorities ......... (5) 
Decreases to Unrecognized Tax Benefits as a Result of a Lapse of the Applicable Statute of 

LamitatlONs «Ss dane ede edie wo he be SOLED AS DA og Hane sed b eid ed bdad obese Means (4) 
Foreign, Currency Translations.» isis emo bee d sk SAE Saves Ped 2 MSR LS eee Macnee Aya 
Gross Unrecognized Tax Benefits as of February 2, 2008 ................ 00.0000 cee ee eee $104 
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The Company files U.S. federal income tax returns as well as income tax returns in various states and in non-U.S. 
jurisdictions. At the beginning of 2007, the Company was subject to examination by the IRS for calendar years 
2003 through 2007. Subsequently, the audits for the 2003, 2004 and 2005 tax years have been completed. The 
Company is also subject to various U.S. state and local income tax examinations for the years 1999 to 2007. 
Finally, the Company is subject to multiple non-U-.S. tax jurisdictions for the years 2000 to 2007. In some 
situations, the Company determines that it does not have a filing requirement in a particular tax jurisdiction. 
Where no return has been filed, no statute of limitations applies. Accordingly, if a tax jurisdiction reaches a 
conclusion that a filing requirement does exist, additional years may be reviewed by the tax authority. The 
Company believes it has appropriately accounted for uncertainties related to this issue. 


The timing of when earnings are repatriated was a matter of dispute with the Internal Revenue Service (“IRS”). 
The Company successfully litigated the matter related to the 1992 to 1994 years. For the 1995 to 2002 years, the 
Company and the IRS negotiated a settlement that determined that a portion of the foreign earnings had been 
repatriated. This settlement was approved in December 2005 resulting in a tax refund of $63 million which was 
recorded as an increase to Deferred Tax Liabilities on the Consolidated Balance Sheet. The Company’s interest 
refund of $40 million was recorded in Interest Income and Accounts Receivable in 2005 and was collected in 
2006. 


11. Long-term Debt 


The following table provides the Company’s long-term debt balance as of February 2, 2008 and February 3, 
2007: 


February 2, February 3, 
2008 2007 


(in millions) 


Term Loan due August 2012. Interest Rate of 3.86% as of February 2, 2008 .......... $ 750 $ 500 
6.90% $700 million Notes due July 2017, Less Unamortized Discount .............. 698 — 
5.25% $500 million Notes due November 2014, Less Unamortized Discount ......... 499 499 
6.95% $350 million Debentures due March 2033, Less Unamortized Discount ........ 350 350 
7.60% $300 million Notes due July 2037, Less Unamortized Discount .............. 299 — 
6.125% $300 million Notes due December 2012, Less Unamortized Discount ........ 299 299 
Credit Facility due January 2010. Interest rate of 3.61% as of February 2, 2008 ....... 15 23 
5.30% Mortgage due August 2010 ... 2... cee ene 2 2 
PROUCAL,  ssparale traciee dea et. ss aap tcaet ab, Ste rata teietenahiy, eta aatycs int a tees Pau on, Sean cious dee eee Beas 2,912 1,673 
Current Portion of Long-term Debt ........... 0... (7) (8) 
Total Long-term Debt, net of Current Portion ................. 00.00 eee eee eee $2,905 $1,665 


In July 2007, the Company issued $700 million of 6.90% notes due July 15, 2017 and $300 million of 7.60% 
notes due July 15, 2037 utilizing a shelf registration statement under which up to $1 billion of debt securities, 
common and preferred stock and other securities could be issued. Interest on the notes is payable on January 15 
and July 15 of each year, beginning on January 15, 2008. 


On August 3, 2007, the Company amended the October 2004 $500 million Term Loan agreement to increase the 
borrowing capacity to $750 million and extend the term to August 2012. During the second quarter of 2007, the 
Company borrowed the additional $250 million under the Term Loan agreement. 


On August 3, 2007, the Company amended its $1 billion unsecured revolving credit facility (the “5-Year 
Facility”) by extending its term to August 2012 and executed a $500 million, 364-day unsecured revolving credit 
facility (the “364-Day Facility”). Both facilities support the Company’s commercial paper and letter of credit 
programs. As of February 2, 2008, there were no borrowings outstanding under either facility. Fees payable 
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under the 5-Year Facility are based on the Company’s long-term credit ratings and are currently 0.125% of the 
committed amount per year. Fees payable under the 364-Day Facility are also based on the Company’s long-term 
credit ratings and are currently 0.10% of the committed amount per year. 


In January 2006, Mast Industries (Far East) Limited, a wholly-owned subsidiary of Limited Brands, Inc., entered 
into a $60 million unsecured revolving credit facility. During 2006, $30 million was drawn on the facility while 
the remaining $30 million expired in March 2006. The credit facility was available for general corporate 
purposes including the funding of dividends to Limited Brands, Inc. Borrowings under the credit facility are due 
in equal semi-annual installments through the maturity date of the credit facility in January 2010. 


The Facilities and the Term Loan have several interest rate options, which are based in part on the Company’s 
long-term credit ratings. These agreements also require the Company to maintain certain specified fixed charge 
and debt-to-earnings ratios and prohibit certain types of liens on property or assets. The Company was in 
compliance with the covenant requirements as of February 2, 2008. 


In January 2008, the Company entered into a participating interest rate swap arrangement designated as a cash 
flow hedge to mitigate exposure to interest rate fluctuations related to the Term Loan. 


The following table provides principal payments due on long-term debt in the next five fiscal years and the 
remaining years thereafter: 


Fiscal Year (in millions) 


QOOB: cise bdo eis 85.6 Aes a hw eB We HAE & Medi hie Ged Sw BOS Sed es es, Pe oe $ a 
DOOD: cars cecepdsinegt ie tte: baprecdess aie Riese elcaaia ei atenaene Bega are dah Maud elot aeeh ameap ane uaaeve deat 8 
QOIO cessed Sab’ odcveesa se 6b9 0 06d Dede S he bree INE eb a aera lietde ewes 2 
DOU ssccts oA Fiera, acs Micke oaths aces ele Bete eta aca od etre eens ae ew oes AM toe ath See ea 

QOVD eed disiieceteat eae Ae dad hen bed diate ans Bena Ge tee kis Said ode bead d de bas 1,050 
MP ETCALE: cece tod ce oof so, a aticte nage Geers dec bee act etaye Suse. Babee Bio aod Ga gedoec eehth kt, eumaatinke did dehy 1,850 


Cash paid for interest was $151 million in 2007, $100 million in 2006 and $96 million in 2005. 


12. Fair Value of Financial Instruments 


Statement of Financial Accounting Standards (“SFAS”) SFAS 107, “Disclosures about Fair Value of Financial 
Instruments” (“SFAS 107”), requires management to disclose the estimated fair value of certain assets and 
liabilities defined by SFAS 107 as financial instruments. As of February 2, 2008, management believes that the 
carrying values of cash and cash equivalents, accounts receivable, accounts payable and accrued expenses 
approximate fair value because of their short maturity. 


Quoted market prices in active markets are the best evidence of fair value and are used as the basis for the 
measurement, if available. In the absence of quoted prices for identical or similar assets or investments in active 
markets, fair value is estimated using various valuation methods including cash flow analysis and appraisals. 


The estimated fair value of the Company’s long-term debt was $2.8 billion compared to the carrying value of 
$2.9 billion at February 2, 2008. The estimated fair value of its long-term debt was $1.6 billion compared to the 
carrying value of $1.7 billion at February 3, 2007. The aggregate fair value of the Company’s foreign currency 
swap arrangements was a liability of $54 million as of February 2, 2008 and a liability of $3 million as of 
February 3, 2007. The fair value of the Company’s participating interest rate swap arrangement was a liability of 
$13 million as of February 2, 2008. 
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13. Leases 


The Company is committed to noncancelable leases with remaining terms generally from one to ten years. A 
substantial portion of the Company’s leases consist of store leases generally with an initial term of ten years. 
Store lease terms generally require additional payments covering taxes, common area costs and certain other 
expenses. Annual store rent consists of a fixed minimum amount and/or contingent rent based on a percentage of 
sales exceeding a stipulated amount. 


The following table provides rent expense for 2007, 2006 and 2005: 


2007 2006 2005 
(in millions) 


Store Rent: 

Fixed Minimum 4.26. ic.gc tan oii cit etre eihde aetad oboe hye dans $441 $504 $500 

Contin Sent 225 c55 4st Melee ede cb Hawg bade sehen ae Wee EN ee ee Pee eRe ee oe Yale 58 72 62 
Total Store Rent iniic23 Sue ieee eee ed eae aa A Geet dg Regn a See places ale 499 576 562 
Equipment:and Other. onset nie pe cette ee de die ante aw ted Soe dane nae ee Be 60 41 34 
Gross: Rent Expense: 9) ss cuiiae soe GED hess ben oe Ree SS Soa ea ee 559 617 + =596 
Sublease: Rental Income: . . i663 sses.aw cage eee See eee Eee bo be Oded eee Y (9) (4) (8) 
Total Rent Expense:«.s¢20:cie04 patch eeeng ok do been hanes ene eee ho eela peewee $550 $603 $578 


The following table provides the Company’s minimum rent commitments under noncancelable operating leases 
in the next five fiscal years and the remaining years thereafter: 


Fiscal Year (in millions) (a) 


DOOS hx sedi dee hecrnsae eh tia Wk dg SA ake Gee Gh aL epee es Fe SSA Oe eek Od adeno aeons $ 425 
Daag shee sabe op satsnasichiae cr du tacs tect iuancecicaet. and pontaae atau icacte fan auaateied eect ue yes oases hick acenseaeactdenacat ong ocexina eval eceearsreetcend 417 
ONO i Seite singed ed belt e doteededecand det bcecaebiess diated Sectteg eset thse tv de psc Sh Sati aso anh ded edie es oh deed aed ares 396 
OMT: Secsin fou swoon eawetiep suite tees dete aaaers.cisee ae seereeee aus Gesian eles teed cetevacty Sasha 8 ah soseee ates aise se evict oy eviews sveee. aaa teen aa apeceae 359 
DN sos ssahe duis costean tek at niet fede ipette cole Biv baicat iS parcvteice ayaa Heat oh Gothen Sasa eed Sars! a aaule eee a Gee anda aaee Genesee 322 
MMPS ANSE, ge Ste sass a sar sess wicetenar techs tange apace ate teuauesteshah de aietedard’ ¢.woa/an-sfaum Sameansed data ales ode. ars bl deanasueeeananteaeeseas 1,331 


(a) Excludes additional payments covering taxes, common area costs and certain other expenses generally 
required by store lease terms. 


The Company’s future sublease income under noncancelable subleases was $8 million as of February 2, 2008, 
which included $5 million of rent commitments related to disposed businesses under master lease arrangements. 


14. Commitments and Contingencies 


The Company is subject to various claims and contingencies related to lawsuits, taxes, insurance, regulatory and 
other matters arising out of the normal course of business. Management believes that the ultimate liability arising 
from such claims and contingencies, if any, is not likely to have a material adverse effect on the Company’s 
results of operations, financial condition or cash flows. 


During the fourth quarter of 2005, the Company received $8.5 million from a favorable litigation settlement with 


respect to merchant fees previously paid to Visa and MasterCard. The settlement was recognized in 2005 as a 
reduction to General, Administrative and Store Operating Expenses on the Consolidated Statement of Income. 
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Guarantees 


In connection with the divestitures of Express and Limited Stores, the Company recognized an initial liability of 
$12 million representing the estimated fair value of the Company’s obligation as guarantor of certain lease 
payments in accordance with the provisions of the Financial Accounting Standards Board Statement 145, 
“Rescission of FASB Statements 4, 44, and 64, Amendment of FASB Statement 13, and Technical Corrections.” 
This liability was valued at $10 million as of February 2, 2008. 


In connection with the disposition of certain businesses, the Company has remaining guarantees of 
approximately $274 million related to lease payments of Express, Limited Stores, Abercrombie & Fitch, Tween 
Brands (formerly Limited Too and Too, Inc.), Dick’s Sporting Goods (formerly Galyan’s), Lane Bryant, New 
York & Company and Anne.x under the current terms of noncancelable leases expiring at various dates through 
2017. These guarantees include minimum rent and additional payments covering taxes, common area costs and 
certain other expenses and relate to leases that commenced prior to the disposition of the businesses. In certain 
instances, the Company’s guarantee may remain in effect if the term of a lease is extended. The Company 
believes the likelihood of material liabilities being triggered under these guarantees, with respect to existing and 
extended leases, is remote. 


15. Retirement Benefits 


The Company sponsors a tax-qualified defined contribution retirement plan and a non-qualified supplemental 
retirement plan. Participation in the tax-qualified plan is available to associates who meet certain age and service 
requirements. Participation in the non-qualified plan is made available to associates who meet certain age, 
service, job level and compensation requirements. 


The qualified plan permits associates to elect contributions up to the maximum limits allowable under the 
Internal Revenue Code. The Company matches associate contributions according to a predetermined formula and 
contributes additional amounts based on a percentage of the associates’ eligible annual compensation and based 
on years of service. Associate contributions and Company matching contributions vest immediately. Additional 
Company contributions and the related investment earnings are subject to vesting based on years of service. Total 
expense recognized related to the qualified plan was $44 million for 2007, $49 million for 2006 and $44 million 
for 2005. 


The non-qualified plan is an unfunded plan which provides benefits beyond the Internal Revenue Code limits for 
qualified defined contribution plans. The plan permits associates to elect contributions up to a maximum 
percentage of eligible compensation. The Company matches associate contributions according to a 
predetermined formula and credits additional amounts based on a percentage of the associates’ eligible 
compensation and years of service. The plan also permits associates to defer additional compensation up to a 
maximum amount. The Company does not match the contributions for additional deferred compensation. 
Associates’ accounts are credited with interest using a rate determined annually based on an evaluation of the 
10-year and 30-year borrowing rates available to the Company. Associate contributions and the related interest 
vest immediately. Company contributions, credits and the related interest are subject to vesting based on years of 
service. Associates may elect an in-service distribution for the additional deferred compensation component 
only. Associates are not permitted to take a withdrawal from any other portion of the plan while actively 
employed with the Company. The remaining vested portion of associates’ accounts in the plan will be distributed 
upon termination of employment in either a lump sum or in equal annual installments over a specified period of 
up to 10 years. 
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The following table provides the Company’s annual activity for this plan and year-end liability, included in Other 
Long-term Liabilities on the Consolidated Balance Sheets, as of February 2, 2008 and February 3, 2007: 


February 2, February 3, 


2008 2007 
(in millions) 
Balance at Beginning of Year .............. 0.0... cece eee tenes $179 $163 
Contributions: 
ASSOCIALE .5:3.55-e rete daidle bb dea we Gea Reet en gued ee bera daha eee ee 14 14 
COMPANY: de. ss bees h a eck aoe See Wi aedrgl hk Bak gees Sag AL Pale ad Sodan, hep od eg 11 13 
ITSP ESE 5 os5..9%. ented Ve Geo Etna Ee end Sands ee hb AG donee eS 11 11 
PDS tr DWM OMS: x. 255 ns docked, Sicha ce ict ia tease ln ak abd f ates Gass bphacdthndn aes eae aheue dy spare eyes acteshices (32) (22) 
TrANSTEDS!(a)? 5 bench as h-4 $5 Baw Aaah ded as ioe naa Sw ae ate eed eed ae (8) — 
Balance at End of Year ..... 0.0.0.0... ccc nent eet n ene $175 $179 


(a) Reflects transfers to the plans established by Express and Limited Stores. 


Total expense recognized related to the non-qualified plan was $22 million for 2007, $26 million for 2006 and 
$20 million for 2005. 


16. Shareholders’ Equity 


Under the authority of the Company’s Board of Directors, the Company repurchased shares of its common stock 
under the following repurchase programs during the fiscal years ended February 2, 2008, February 3, 2007 and 
January 28, 2006: 


Average Stock 
Price of Shares 


Amount anes Repureiiaeed__ Repanehased Repurchased 

Authorized 2007 2006 2005 within Program 

(in millions) (in thousands) 
November 2007 (a)... 00.0... cece cece ences $ 250 5,887 — — $17.02 
PUCUSE ZOO asa fee opis Sedcangudvs 425 praca bigeplalanaiedslardoedcala eee 250 11,870 — — 21.06 
WUnE 2007 ibe obs iad bbe boda} eed 1,000 38,656 — — 25.87 
ume 2O0Gi(D)s.5is.2.de-d) acetecent dass Setacddh Gad dpsitioud acd seep ates 100 2,296 1,494 — 26.35 
FPebruary 2006) cscs kasa dal oe ova stew kee aa ee es 100 — 3,990 — 25.09 
November 2005 (Cc) ...... 00. c cece eee eee teens 200 — 1,795 6,971 22.82 
August 2005) i34.0c0604¢5dwiwew edi ioteed eka eee) 100 — — 1,621 20.30 
May 2009: <5 ieacatspivie asad, dat icaie eat Spedn e BeE, ok ecahandwar aes 100 — — 4,476 22.34 
February 2005) ona vega ce ye oa a eee wea ee eas 100 — — 4,308 23.16 
Total Shares Repurchased ........................ 58,709 7,279 17,376 


(a) The repurchase program authorized in November 2007 had $150 million remaining as of February 2, 2008. 

(b) The repurchase program authorized in June 2006 had repurchases of $59 million in 2007 at an average stock 
price of $25.86 and repurchases of $41 million in 2006 at an average stock price of $27.11. This repurchase 
program was completed in May 2007. 

(c) The repurchase program authorized in November 2005 had repurchases of $42 million in 2006 at an average 
stock price of $23.40 and repurchases of $158 million in 2005 at an average stock price of $22.67. This 
repurchase program was completed in February 2006. 


For the November 2007 repurchase program, $8 million of share repurchases were reflected in accounts payable 
as of February 2, 2008 and were settled in February 2008. Through March 21, 2008, 5.2 million additional shares 


were repurchased. 


74 


17. Share-Based Compensation 
Plan Summary 


The 1993 Stock Option and Performance Incentive Plan as amended (the “Plan”), which is shareholder approved, 
provides for the grant of incentive stock options, non-qualified stock options, stock appreciation rights, restricted 
stock, performance-based restricted stock, performance units and unrestricted shares. The Company grants stock 
options at a price equal to the fair market value of the stock on the date of grant. Stock options have a maximum 
term of ten years. Stock options generally vest over 4 years with 25% vesting each year. Restricted stock 
generally vests (the restrictions lapse) over a two to three year period. 


The Limited Brands, Inc. Stock Award and Deferred Compensation Plan for Non-Associate Directors provides 
for an annual stock retainer for non-associate directors. The stock issued in conjunction with this plan has no 
restrictions. 


Under the Company’s plans, approximately 100 million options, restricted and unrestricted shares have been 
authorized to be granted to employees and directors. Approximately 21 million options and shares were available 
for grant as of February 2, 2008. 


Stock Options 
The following table provides the Company’s stock option activity for the fiscal year ended February 2, 2008: 


Weighted 
Weighted Average 
Number of Average Option Remaining Aggregate 
Shares Price Per Share Contractual Life Intrinsic Value 
(in thousands) (in years) (in thousands) 
Outstanding as of February 3, 2007 ............ 24,438 $17.75 
Granted 1.0... 0... ccc eee 1,407 25.90 
EX@rciSed's i0i4533.4:52- uci een eee (5,955) 12.44 
Cancelled: os cu siealaceceig ace Wap are Gus ardakc pane (2,049) 22.74 
Outstanding as of February 2, 2008 ............ 17,841 $19.60 5.6 $34,586 
Vested and Expected to Vest as of February 2, 
2008 (4): cis dietc teeta neha ead adacens 16,886 $19.30 5:9 $34,467 
Options Exercisable as of February 2, 2008 ...... 13,100 $18.06 4.8 $35,520 


(a) The number of options expected to vest includes an estimate of expected forfeitures. 


Intrinsic value for stock options is the difference between the current market value of the Company’s stock and 
the option strike price. The total intrinsic value of options exercised was $80 million for 2007, $130 million for 
2006 and $43 million for 2005. 


The total fair value at grant date of option awards vested was $23 million for 2007 and $39 million for 2006. 
The Company’s total unrecognized compensation cost, net of estimated forfeitures, related to nonvested options 
was $14 million as of February 2, 2008. This cost is expected to be recognized over a weighted-average period of 


1.8 years. 


The weighted-average estimated fair value of stock options granted was $6.97 per share for 2007, $7.61 per share 
for 2006 and $7.54 (for pro forma purposes) for 2005. 


Cash received from stock options exercised was $74 million for 2007, $153 million for 2006 and $64 million for 
2005. Tax benefits realized from tax deductions associated with stock options exercised were $30 million for 


2007, $50 million for 2006 and $15 million for 2005. 
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The Company uses the Black-Scholes option-pricing model (“Black-Scholes model’’) for valuation of options 
granted to employees and directors. The Company’s determination of the fair value of options is affected by the 
Company’s stock price as well as assumptions regarding a number of highly complex and subjective variables. 
These variables include, but are not limited to, the Company’s expected stock price volatility over the term of the 
awards and projected employee stock option exercise behaviors. 


The following table contains the weighted-average assumptions used during 2007, 2006 and 2005: 


2007 +2006 2005 


Expected Volanitly wowcuce} tS ode ue des Gad danger Sete ioe SY Like Seer ee eee baud o ead 32% 35% 39% 
Risk-free: InterestvRate cs oi eeieg Bek oboe wegen oe aoe ene een gard ag eels Ph eeceels 4.5% 4.8% 4.0% 
Dividend Yield 2 ssi5.5.0 j2ti8.d Qo Ae yn et eet aoe ee eo oe ea Aaee BEd 3.0% 2.9% 2.7% 
Expected: Lite: (in Years) ii oud 0 ieee cs AGbe ae ds ORaGs MeN Pea ENee Diet ade beeees 33 3: D1 


The expected volatility assumption is based on the Company’s analysis of historical volatility. The risk-free 
interest rate assumption is based upon the average daily closing rates during the period for U.S. treasury notes 
that have a life which approximates the expected life of the option. The dividend yield assumption is based on the 
Company’s history and expectation of dividend payouts. The expected life of employee stock options represents 
the weighted-average period the stock options are expected to remain outstanding. 


Restricted Stock 


The following table provides the Company’s restricted stock activity for the fiscal year ended February 2, 2008: 


Weighted 
Average 
Number of Grant Date 
Shares Fair Value 
(in thousands) 
Unvested as of February 3, 2007 .. 0.0.0.0 tenet eenee 3,103 $22.56 
211011 6 mane a mp ere 1,455 22.33 
BSE ia ce sei ho dae 4-4 Boa SEAS BP As Sa Ea oe ho (416) 20.22 
Cancelled: (5 usc ia end gh beens rece Sade ts Mao 29-4 ee es eis eS (772) 22.79 
Unvested as of February 2, 2008 ............. 00.0. ccc eee 3,370 22.83 


The Company’s total intrinsic value of restricted stock vested was $11 million for 2007, $14 million for 2006 and 
$11 million for 2005. 


The Company’s total fair value at grant date of awards vested was $8 million for 2007 and $10 million for 2006. 
Fair value of restricted stock awards is based on the market value of an unrestricted share on the grant date 
adjusted for anticipated dividend yields. 


Beginning in 2006, the Company issued performance-based restricted stock awards. The fair value of these 
shares is measured on the date that the performance goals and the target number of shares are communicated. 
The final number of shares of performance-based restricted stock issued to each employee is determined at the 
end of each Spring and Fall selling seasons, based upon performance against specified financial goals. The 
vesting period of these awards ranges from two to three years. 


As of February 2, 2008, there was $19 million of total unrecognized compensation cost, net of estimated 
forfeitures, related to unvested restricted stock. That cost is expected to be recognized over a weighted-average 


period of 1.5 years. 


Tax benefits realized from tax deductions associated with restricted stock vested were $5 million for 2007, $4 
million for 2006 and $4 million for 2005. 
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Income Statement Impact 


Total pretax share-based compensation expense recognized under SFAS 123(R) was $44 million for 2007 and 
$37 million for 2006. Share-based compensation expense of $11 million for 2005 related primarily to restricted 
stock which the Company also expensed under APB 25. The tax benefit associated with share-based 
compensation was $14 million for 2007, $11 million for 2006 and $4 million for 2005. 


The following table provides share-based compensation expense included in the Consolidated Statements of 
Income for 2007, 2006 and 2005: 


2007 2006 2005 


(in millions) 


Costs of Goods Sold, Buying and Occupancy ......... 00... c cee $10 $8 $— 
General, Administrative and Store Operating Expenses ............. 00.0.0... 00 eee eee 34 29 = = =I11 
Total Share-based Compensation Expense .............. 0.0.00 eee e eee e eens $44 $37 $11 


18. Segment Information 


Prior to the divestitures of Express and Limited Stores in second quarter of 2007, the Company had three 
reportable segments: Victoria’s Secret, Bath & Body Works and Apparel. 


The Victoria’s Secret segment sells women’s intimate and other apparel, personal care and beauty products, and 
accessories marketed under the Victoria’s Secret, Pink and La Senza brand names. Victoria’s Secret merchandise 
is sold through retail stores in the United States and direct response channels (e-commerce and catalogue). 
Through its e-commerce site, www. VictoriasSecret.com, and catalogue, certain of Victoria’s Secret’s 
merchandise may be purchased worldwide. La Senza sells merchandise through retail stores located throughout 
Canada and licensed stores in 40 other countries. La Senza’s merchandise is also sold through its e-commerce 
site, www.LaSenza.com. 


The Bath & Body Works segment sells personal care, beauty and home fragrance products marketed under the 
Bath & Body Works, C.O. Bigelow and White Barn Candle Company brand names in addition to sales of third- 
party brands. Bath & Body Works merchandise is sold at retail stores, through its e-commerce site, 
www.bathandbodyworks.com, and catalogue. 


The Apparel segment sold women’s and men’s apparel through Express and Limited Stores. After the closing 
dates of the divestitures, the segment no longer exists, however, the Company retains a 25% ownership interest in 
Express and Limited Stores. 


Other consists of the following: 


e Henri Bendel, operator of two specialty stores in New York, New York and Columbus, Ohio which 
feature fashion and personal care products for sophisticated women; 


e Mast, an apparel importer serving Victoria’s Secret and third party customers; 


¢ Beauty Avenues, a personal care sourcing company serving Victoria’s Secret, Bath & Body Works and 
third party customers; and 


¢ Corporate functions including non-core real estate, equity investments and other administrative 
functions such as treasury and tax and other centralized functions related to store design and real estate. 


Td 


The following table provides the Company’s segment information as of and for the fiscal years ended February 2, 
2008, February 3, 2007 and January 28, 2006: 


Victoria’s Bath & Body 
Secret Works Apparel(a) Other Total 


(in millions) 


February 2, 2008 

Net Sales sic .08. feb cade dlalosdy ia ceeniuies ieee $5,607 $2,494 $ 870 $1,163 $10,134 
Depreciation and Amortization ..................... 156 59 27 110 352 
Operating Income (Loss) (b) .... 2.0.0.0... eee eee 772 330 259 (251) 1,110 
Total ASSCts i.¢. ib actsncdottes Avelste we cand Blane Bibs oak ek 3,365 1,456 — 2,616 7,437 
Capital Expenditures .................... 0.000000. 315 112 37 285 749 
February 3, 2007 

NEU Sales. 5, cig aed Wa clents dates Buocs Oh and wee cou, Bed $5,139 $2,556 $2,242 734 ~—-10,671 
Depreciation and Amortization ..................04. 105 52 66 93 316 
Operating Income (Loss) ................ 000000005 958 456 27 (265) 1,176 
Total Assets 2.205 iscdviseardsdadcd boda wee ees 3,221 1,516 622 1,734 7,093 
Capital Expenditures oc cc4.c0d4.6 bee nara d eoah eee cae 160 87 66 235 548 
January 28, 2006 

NEES AES! on ec hoes nite sch shee eee aaa and ele $4,448 $2,285 $2,339 $ 627 $ 9,699 
Depreciation and Amortization ..................0.. 94 59 64 82 299 
Operating Income (Loss) ........ 0.0.0. e ee eee eee ee 886 403 (92) (211) 986 
Total Assets o-c.4 sscna4¢ Sadedered Mage ewe ee ee 2,173 1,438 616 2119 6,346 
Capital Expenditures 6. .:44 p05 ce ee dawn eee ocean's 164 47 86 183 480 


(a) Results of Express and Limited Stores are included through July 6, 2007 and August 3, 2007, respectively, 
when the businesses were divested. Total assets for the Apparel segment are not included as the businesses 
were divested prior to February 2, 2008. 

(b) Operating income for Apparel for the fiscal year ended February 2, 2008 includes the gain on divestiture of 
Express of $302 million and the loss on divestiture of Limited Stores of $72 million. 


The Company’s international sales, including La Senza and direct sales shipped internationally totaled $611 
million in 2007, $100 million in 2006 and $75 million in 2005. The Company’s internationally based long-lived 
assets were $713 million as of February 2, 2008 and $605 million as of February 3, 2007 which resulted from the 
acquisition of La Senza on January 12, 2007. 


19. Subsequent Event (Unaudited) 


In March 2008, the Company and an investment partner reached an agreement to sell 100% of their combined 
interests in a joint venture, which the Company consolidates under the provisions of FIN 46(R) “Consolidation of 
Variable Interest Entities,” to a third party. The Company estimates receiving after-tax proceeds of 
approximately $110 million to $130 million and recognizing a pretax gain of approximately $115 million to $135 
million associated with the sale. The sale is subject to a number of closing conditions. If the conditions are 
satisfied, the closing will occur in the first or second quarter of 2008. 
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20. Quarterly Financial Data (Unaudited) 


The following table provides summarized quarterly financial data for 2007: 
Fiscal Quarter Ended 


May5, August4, November 3, February 2, 
2007 2007(b) 2007(c) 2008(d)(e) 


(in millions except per share data) 


Net Sales 2.0... ccc eee eee enn eens $2,311 $2,624 $1,923 $3,276 
Gross Profit «2.3. 6c.4206 bray ne ded etmek ab ehGad de dade beS 803 821 614 1,304 
Operating Income i630 sega an ade veh ae ae ge Soh ad Hep eee ee 108 319 62 621 
Net Income: :.2.4-44 os5.04055 42d eee aw aed eh awe 53 264 12 389 
Net Income Per Basic Share (a) ....... 0.00.0 c cece cece eee nee $0.13 $ 0.68 $ 0.03 $ 1.11 
Net Income Per Diluted Share (a) ....... 0.00.00. e cece eee eee $ 0.13 $ 0.67 $ 0.03 $ 1.10 


(a) Due to changes in stock prices during the year and timing of issuances and repurchases of shares, the 
cumulative total of quarterly net income (loss) per share amounts may not equal the net income per share for 
the year. 

(b) Includes the effect of the following items: 

(i) A pretax gain of $302 million related to the divestiture of 75% of the Company’s ownership interest in 
Express. 

(ii) A pretax loss of $72 million related to the divestiture of 75% of the Company’s ownership interest in 
Limited Stores. 

(iii) A tax benefit of $39 million related to the reversal of state net operating loss carryforward valuation 
allowances associated with the Apparel divestitures. 

(iv) A pretax gain of $100 million related to a distribution from Easton Town Center, LLC. 

(v) $47 million of expense related to various restructuring activities. 

(vi) A pretax gain of $17 million related to an interest rate hedge. 

(c) Includes the effect of a pretax gain of $25 million related to the sale of assets. 

(d) Includes the effect of the following items: 

(i) A pretax gain of $48 million related to initial recognition of income for unredeemed gift cards at 
Victoria’s Secret. 

(ii) A tax benefit of $28 million related to a decline in the Canadian federal tax rate, favorable tax benefits 
associated with the Apparel divestitures, audit settlements and other items. 

(e) The fourth quarter of 2007 consists of a thirteen week period versus a fourteen week period in the fourth 
quarter of 2006. 
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The following table provides summarized quarterly financial data for 2006: 


Net Sales). cacaceccreseseae tase ded een lea eh ea bare 
GITOSS:PROMU, .262desi.. 2Spsahede viecap ease gl alavaae§ coacdeangbehanacadapaten apes aeesate aes 
Operating Income -«...i<...cc.c0g eed ane a dieh ede Ge esa ts 


Income Before Cumulative Effect of Change in Accounting 


PHNCIPle 52 -ccccow ee lah sae tse the ba eee ook Cee Y 
Cumulative Effect of Change in Accounting Principle, Net of Tax .. 
Net Income 24.0.0) ictus cheated ee eotessd He addoe ee beeaws 


Net Income Per Basic Share (a): 
Income Before Cumulative Effect of Change in Accounting 


Principle aci5 fatwa aah aheseaig aie vm acdte & 4.k'a> dog ad wi gpm: ae eae 
Cumulative Effect of Change in Accounting Principle ........... 


Net Income Per Basic Share... ... 2... eee 


Net Income Per Diluted Share (a): 
Income Before Cumulative Effect of Change in Accounting 


Principles: i.¢3.2.0% 65 wes wen aend abate teat Obie eeedae 
Cumulative Effect of Change in Accounting Principle ........... 


Net Income Per Diluted Share ............ 0.0.0... cece eee 


Fiscal Quarter Ended 
April 29, July 29, October 28, February 3, 
2006 2006 2006 2007(b) 


(in millions except per share data) 


$2,077 $2,454 $2,115 $4,025 


789 853 759 1,612 
186 197 67 726 
98 113 24 440 
1 a —_ — 
99 113 24 440 


(a) Due to changes in stock prices during the year and timing of issuances and repurchases of shares, the 
cumulative total of quarterly net income (loss) per share amounts may not equal the net income per share for 


the year. 


(b) The fourth quarter of 2006 consists of a fourteen week period versus a thirteen week period in the fourth 


quarter of 2007. 
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND 
FINANCIAL DISCLOSURE. 


Information regarding changes in accountants is set forth under the caption “INDEPENDENT REGISTERED 
PUBLIC ACCOUNTANTS?” in our proxy statement to be filed on or about April 8, 2008 for the Annual Meeting 
of Stockholders to be held May 19, 2008 (the “Proxy Statement”) and is incorporated herein by reference. 


There were no disagreements with accountants on accounting and financial disclosure. 


ITEM 9A. CONTROLS AND PROCEDURES. 


Evaluation of disclosure controls and procedures. As of the end of the period covered by this report, we carried 
out an evaluation, under the supervision and with the participation of our management, including our Chief 
Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our disclosure 
controls and procedures, as such term is defined in Rules 13a-15(e) and 15d-15(e) of the Exchange Act. Based 
upon that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that as of the end of the 
period covered by this report, our disclosure controls and procedures were adequate and effective and designed to 
ensure that material information required to be disclosed by us in reports we file or submit under the Exchange 
Act is (1) recorded, processed, summarized and reported within the time periods specified in Securities and 
Exchange Commission rules and forms, and (2) accumulated and communicated to our management, including 
our Chief Executive Officer and Chief Financial Officer, to allow timely decisions regarding required disclosure. 


Management’s Report on Internal Control Over Financial Reporting. Management’s Report on Internal Control 
Over Financial Reporting as of February 2, 2008 and the related Report of Independent Registered Public 
Accounting Firm on Internal Control Over Financial Reporting are set forth in Item 8. Financial Statements and 
Supplementary Data. 


Changes in internal control over financial reporting. In August 2007, Victoria’s Secret Direct opened a new 
distribution center. The opening included a new physical facility, systems, material handling equipment and 
processes. Various controls were modified due to the new systems, equipment and processes. Additionally, 
subsequent to implementation, we established additional compensating controls over financial reporting to ensure 
the accuracy and integrity of our financial statements. There were no other changes in our internal control over 
financial reporting that occurred in the last fiscal quarter that have materially affected, or are reasonably likely to 
materially affect, our internal control over financial reporting. 


ITEM 9B. OTHER INFORMATION. 


On March 26, 2008, Dr. E. Gordon Gee informed the Company that he will retire from the Company’s Board of 
Directors at the conclusion of the Company’s Annual Meeting of Stockholders scheduled to take place on 
May 19, 2008. 
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PART III 


ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE. 
Information regarding our directors is set forth under the captions “ELECTION OF DIRECTORS—Nominees 


2 66 29 66 99 66 


and Directors”, “—Former Directors”, “—Director Independence”, “—Information Concerning the Board of 


20 66 


Directors”, “—Committees of the Board of Directors’, “—-Communications with the Board”, “Attendance at 
Annual Meetings’, “—Code of Conduct and Related Person Transaction Policy’, “—Copies of the Company’s 
Code of Conduct, Corporate Governance Principles and Related Person Transaction Policy and Committee 
Charters’, “—2009 Declassification Proposal” and “—Security Ownership of Directors and Management” in the 
Proxy Statement and is incorporated herein by reference. Information regarding compliance with Section 16(a) of 
the Securities Exchange Act of 1934, as amended, is set forth under the caption “ELECTION OF 
DIRECTORS—Section 16(a) Beneficial Ownership Reporting Compliance” in the Proxy Statement and is 
incorporated herein by reference. Information regarding executive officers is set forth herein under the caption 
“EXECUTIVE OFFICERS OF THE REGISTRANT” in Part I. 


ITEM 11. EXECUTIVE COMPENSATION. 


Information regarding executive compensation is set forth under the caption “COMPENSATION RELATED 
MATTERS?” in the Proxy Statement and is incorporated herein by reference. 


ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 
AND RELATED STOCKHOLDER MATTERS. 


Information regarding the security ownership of certain beneficial owners and management is set forth under the 
captions “ELECTION OF DIRECTORS—Security Ownership of Directors and Management” in the Proxy 
Statement and “SHARE OWNERSHIP OF PRINCIPAL STOCKHOLDERS?” in the Proxy Statement and is 
incorporated herein by reference. 


The following table summarizes share and exercise price information about Limited Brands’ equity 
compensation plans as of February 2, 2008. 


(c) Number of securities 
remaining available for 


(a) Number of future issuance under 
Securities to be issued (b) Weighted-average equity compensation 
upon exercise of exercise price of plan (excluding 
outstanding options, outstanding options, securities reflected in 
Plan category warrants and rights warrants and rights column (a) 


Equity compensation plans approved by security 

holdets: (1). 2 2.1.04 enehacdatwee te ceass 21,210,756 $19.60 (2) 20,875,917 
Equity compensation plans not approved by 

security holders .......... 0.02000 eee eee — — — 


VO. 14442 o3 see Ss ede bee es MERON Eee 21,210,756 $ 19.60 20,875,917 


(1) Includes the following plans: Limited Brands, Inc. 1993 Stock Option and Performance Incentive Plan 
(2007 Restatement), Limited Brands, Inc. 1996 Stock Plan for Non-Associate Directors, 2003 Stock Award 
and Deferred Compensation Plan for Non-Associate Directors, and Intimate Brands, Inc. 1995 Stock Option 
and Performance Incentive Plan. In March 2002, awards then outstanding under the Intimate Brands, Inc. 
plan were converted into awards relating to 15,561,339 shares of Common Stock in connection with the 
merger of Intimate Brands, Inc. and a subsidiary of the Company. 

(2) Does not include outstanding rights to receive Common Stock upon the vesting of restricted shares awards. 
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR 
INDEPENDENCE. 


Information regarding certain relationships and related transactions is set forth under the caption “ELECTION 
OF DIRECTORS—Nominees and Directors,” and “—Director Independence” in the Proxy Statement and is 
incorporated herein by reference. 


ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES. 


Information regarding principal accounting fees and services is set forth under the captions “INDEPENDENT 
REGISTERED PUBLIC ACCOUNTANTS—Audit fees”, “—Audit related fees”, “—Tax fees”, “—AII other 
fees” and “—Pre-approval policies and procedures” in the Proxy Statement and is incorporated herein by 
reference. 
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PART IV 


ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES 


(a) (1) 
(a) (2) 
(a) (3) 


Consolidated Financial Statements 


The following consolidated financial statements of Limited Brands, Inc. and subsidiaries are filed as 
part of this report under Item 8. Financial Statements and Supplementary Data: 


Management’s Report on Internal Control Over Financial Reporting 


Report of Independent Registered Public Accounting Firm on Internal Control Over Financial 
Reporting 


Report of Independent Registered Public Accounting Firm on Consolidated Financial 
Statements 


Consolidated Statements of Income for the Years Ended February 2, 2008, February 3, 2007 
and January 28, 2006 


Consolidated Balance Sheets as of February 2, 2008 and February 3, 2007 


Consolidated Statements of Shareholders’ Equity for the Years Ended February 2, 2008, 
February 3, 2007 and January 28, 2006 


Consolidated Statements of Cash Flows for the Years Ended February 2, 2008, February 3, 
2007 and January 28, 2006 


Notes to Consolidated Financial Statements 


Financial Statement Schedules 


Schedules have been omitted because they are not required or are not applicable or because the 
information required to be set forth therein either is not material or is included in the financial 
statements or notes thereto. 


List of Exhibits 
3. Articles of Incorporation and Bylaws. 


3.1. Certificate of Incorporation of the Company, dated March 8, 1982 incorporated by reference 
to Exhibit 3.1 to the Company’s Annual Report on Form 10-K for the fiscal year ended 
February 3, 2001. 


3.2 Certificate of Amendment of Certificate of Incorporation, dated May 19, 1986 incorporated by 
reference to Exhibit 3.2 to the Company’s Annual Report on Form 10-K for the fiscal year 
ended February 3, 2001. 


3.3. Certificate of Amendment of Certificate of Incorporation, dated May 19, 1987 incorporated by 
reference to Exhibit 3.3 to the Company’s Annual Report on Form 10-K for the fiscal year 
ended February 3, 2001. 


3.4 Certificate of Amendment of Certificate of Incorporation dated May 31, 2001 incorporated by 
reference to Exhibit 3.1 to the Company’s Quarterly Report on Form 10-Q for the quarter 
ended May 5, 2001. 


3.5. Amended and Restated Bylaws of the Company incorporated by reference to Exhibit 3 to the 
Company’s Quarterly Report on Form 10-Q for the quarter ended May 3, 2003. 


4. Instruments Defining the Rights of Security Holders. 


4.1 Conformed copy of the Indenture dated as of March 15, 1988 between the Company and The 
Bank of New York, incorporated by reference to Exhibit 4.1 to the Company’s Registration 
Statement on Form S-3 (File no. 333-105484) dated May 22, 2003. 


84 


4.2 


4.3 


44 


4.5 


4.6 


4.7 


4.8 


4.9 


4.10 


4.11 


Proposed form of Debt Warrant Agreement for Warrants attached to Debt Securities, with 
proposed form of Debt Warrant Certificate incorporated by reference to Exhibit 4.2 to the 
Company’s Registration Statement on Form S-3 (File no. 33-53366) originally filed with the 
Securities and Exchange Commission (the “Commission’’) on October 16, 1992, as amended 
by Amendment No. | thereto, filed with the Commission on February 23, 1993 (the “1993 
Form S-3”). 


Proposed form of Debt Warrant Agreement for Warrants not attached to Debt Securities, with 
proposed form of Debt Warrant Certificate incorporated by reference to Exhibit 4.3 to the 
1993 Form S-3. 


Indenture dated as of February 19, 2003 between the Company and The Bank of New York, 
incorporated by reference to Exhibit 4 to the Company’s Registration Statement on Form S-4 
(File no. 333-104633) dated April 18, 2003. 


Five-Year Revolving Credit Agreement, dated as of October 6, 2004, among Limited Brands, 
Inc., the Lenders party thereto, JPMorgan Chase Bank, as Administrative Agent, and Bank of 
America, N.A. and Citicorp North America, Inc., as Co-Syndication Agents, incorporated by 

reference to Exhibit 12(b)(i) to the Schedule TO filed by the Company with the Commission 

on October 7, 2004. 


Term Loan Credit Agreement, dated as of October 6, 2004, among Limited Brands, Inc., the 
Lenders party thereto, JPMorgan Chase Bank, as Administrative Agent, and Bank of America, 
N.A. and Citicorp North America, Inc., as Co-Syndication Agents, incorporated by reference 
to Exhibit 12(b)(ii) to the Schedule TO filed by the Company with the Commission on 
October 7, 2004. 


Amendment and Restatement Agreement with respect to the Five-Year Revolving Credit 
Agreement, dated as of October 6, 2004, among Limited Brands, Inc., the Lenders party 
thereto, JPMorgan Chase Bank, as Administrative Agent, and Bank of America, N.A. and 
Citicorp North America, Inc., as Co-Syndication Agents, incorporated by reference to Exhibit 
12(b)(i) to the Schedule TO filed by the Company with the Commission on October 7, 2004. 


Amendment and Restatement Agreement with respect to the Term Loan Credit Agreement, 
dated as of October 6, 2004, among Limited Brands, Inc., the Lenders party thereto, JPMorgan 
Chase Bank, as Administrative Agent, and Bank of America, N.A. and Citicorp North 
America, Inc., as Co-Syndication Agents, incorporated by reference to Exhibit 12(b)(ii) to the 
Schedule TO filed by the Company with the Commission on October 7, 2004. 


Amendment and Restatement Agreement (Revolving Credit Agreement) dated as of August 3, 
2007, among Limited Brands, Inc., the Lenders party thereto, and JPMorgan Chase Bank, as 
Administrative Agent, under the Amended and Restated Five-Year Revolving Credit 
Agreement dated as of October 6, 2004, as amended and restated November 5, 2004 and 
March 22, 2006, incorporated by reference to Exhibit 4.1 to the Company’s Quarterly Report 
on Form 10-Q for the quarter ended August 4, 2007. 


364-Day Revolving Credit Agreement, dated as of August 3, 2007, among Limited Brands, 
Inc., the Lenders party thereto, and JPMorgan Chase Bank, as Administrative Agent, 
incorporated by reference to Exhibit 4.2 to the Company’s Quarterly Report on Form 10-Q for 
the quarter ended August 4, 2007. 


Amendment and Restatement Agreement (Term Loans) dated as of August 3, 2007, among 
Limited Brands, Inc., the Lenders party thereto, and JPMorgan Chase Bank, as Administrative 
Agent, under the Amended and Restated Term Loan Agreement dated as of October 6, 2004, 
as amended and restated as of November 5, 2004 and March 22, 2006, incorporated by 
reference to Exhibit 4.3 to the Company’s Quarterly Report on Form 10-Q for the quarter 
ended August 4, 2007. 
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10. 
10.1 


10.2 


10.3 


10.4 


10.5 


10.6 


10.7 


10.8 


10.9 


10.10 


10.11 


10.12 


10.13 


10.14 


10.15 


Material Contracts. 


Officers’ Benefits Plan incorporated by reference to Exhibit 10.4 to the Company’s Annual 
Report on Form 10-K for the fiscal year ended January 28, 1989 (the “1988 Form 10-K’”).* 


The Limited Supplemental Retirement and Deferred Compensation Plan incorporated by 
reference to Exhibit 10.3 to the Company’s Annual Report on Form 10-K for the fiscal year 
ended February 3, 2001.* 


Form of Indemnification Agreement between the Company and the directors and executive 
officers of the Company incorporated by reference to Exhibit 10.4 to the 1998 Form 10-K.* 


Supplemental schedule of directors and executive officers who are parties to an 
Indemnification Agreement incorporated by reference to Exhibit 10.5 to the 1998 Form 
10-K.* 


The 1993 Stock Option and Performance Incentive Plan of the Company, incorporated by 
reference to Exhibit 4 to the Company’s Registration Statement on Form S-8 (File No. 33- 
49871).* 


The 1993 Stock Option and Performance Incentive Plan (1996 Restatement) of the Company, 
incorporated by reference to Exhibit 4 to the Company’s Registration Statement on Form S-8 
(File No. 333-04941).* 


Intimate Brands, Inc. 1995 Stock Option and Performance Incentive Plan incorporated by 
reference to the Intimate Brands, Inc. Proxy Statement dated April 14, 1997 
(File No. 1-13814).* 


The 1997 Restatement of Limited Brands, Inc. (formerly The Limited, Inc.) 1993 Stock 
Option and Performance Incentive Plan incorporated by reference to Exhibit B to the 
Company’s Proxy Statement dated April 14, 1997.* 


Limited Brands, Inc. (formerly The Limited, Inc.) 1996 Stock Plan for Non-Associate 
Directors incorporated by reference to Exhibit 10.2 to the Company’s Quarterly Report on 
Form 10-Q for the quarter ended November 2, 1996.* 


Limited Brands, Inc. (formerly The Limited, Inc.) Incentive Compensation Performance Plan 
incorporated by reference to Exhibit A to the Company’s Proxy Statement dated April 14, 
1997.* 


Agreement dated as of May 3, 1999 among Limited Brands, Inc. (formerly The Limited, Inc.), 
Leslie H. Wexner and the Wexner Children’s Trust, incorporated by reference to Exhibit 99 
(c) 1 to the Company’s Schedule 13E-4 dated May 4, 1999. 


The 1998 Restatement of Limited Brands, Inc. (formerly The Limited, Inc.) 1993 Stock 
Option and Performance Incentive Plan incorporated by reference to Exhibit A to the 
Company’s Proxy Statement dated April 20, 1998.* 


The 2002 Restatement of Limited Brands, Inc. (formerly The Limited, Inc.) 1993 Stock 
Option and Performance Incentive Plan, incorporated by reference to Exhibit 10.23 to the 
Company’s Annual Report on Form 10-K for the fiscal year ended February 1, 2003.* 


Limited Brands, Inc. Stock Award and Deferred Compensation Plan for Non-Associate 
Directors incorporated by reference to Exhibit 4.1 to the Company’s Registration Statement 
on Form S-8 (File no. 333-110465) dated November 13, 2003.* 


Limited Brands, Inc. 1993 Stock Option and Performance Incentive Plan (2003 Restatement) 
incorporated by reference to Exhibit 4.2 to the Company’s Registration Statement on Form 
S-8 (File no. 333-110465) dated November 13, 2003.* 
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(b) 


(c) 


10.16 


10.17 


10.18 


10.19 


10.20 


10.21 


10.22 


10.23 


10.24 


12. 
14. 


21. 
23.1 
24. 
31.1 
31.2 
32. 


Limited Brands, Inc. 1993 Stock Option and Performance Incentive Plan (2004 Restatement) 
incorporated by reference to Appendix A to the Company’s Proxy Statement dated April 14, 
2004.* 


Form of Aircraft Time Sharing Agreement between Limited Service Corporation and 
participating officers and directors incorporated by reference to Exhibit 10.3 to the Company’s 
Form 10-Q dated December 8, 2004.* 


Employment Agreement dated as of January 17, 2005 among Limited Brands, Inc., The 
Limited Service Corporation and Martyn Redgrave incorporated by reference to Exhibit 10.1 
to the Company’s Form 8-K dated January 19, 2005.* 


Limited Brands, Inc. Stock Option Award Agreement incorporated by reference to Exhibit 
10.29 to the Company’s Annual Report on Form 10-K for the fiscal year ended January 29, 
2005.* 


Form of Amended and Restated Aircraft Time Sharing Agreement between Limited Service 
Corporation and participating officers and directors incorporated by reference to Exhibit 10.30 
to the Company’s Annual Report on Form 10-K for the fiscal year ended January 29, 2005.* 


Form of Stock Ownership Guideline incorporated by reference to Exhibit 10.32 to the 
Company’s Annual Report on Form 10-K for the fiscal year ended January 29, 2005.* 


Employment Agreement dated as of November 24, 2006 among Limited Brands, Inc., 
Victoria’s Secret Direct, LLC, and Sharen Jester Turney incorporated by reference to Exhibit 
10.28 to the Company’s Annual Report on Form 10-K for the fiscal year ended February 3, 
2007.* 


Employment Agreement effective as of April 9, 2007 among Limited Brands, Inc. and Stuart 
Burgdoerfer incorporated by reference to Exhibit 10.1 to the Company’s Form 8-K dated 
April 11, 2007.* 


Amendment to Employment Agreement dated as of March 28, 2008 among Limited Brands, 
Inc., and Sharen Jester Turney.* 


Computation of Ratio of Earnings to Fixed Charges. 


Code of Ethics—incorporated by reference to the definitive Proxy Statement to be filed on or 
about April 14, 2007. 


Subsidiaries of the Registrant. 

Consent of Ernst & Young LLP. 

Powers of Attorney. 

Section 302 Certification of CEO. 

Section 302 Certification of CFO. 

Section 906 Certification (by CEO and CFO). 


Identifies management contracts or compensatory plans or arrangements. 


Exhibits. 


The exhibits to this report are listed in section (a)(3) of Item 15 above. 


Not applicable. 
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SIGNATURES 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has 
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized. 


Date: March 28, 2008 


LIMITED BRANDS, INC. (registrant) 


By /s/_ STUART B. BURGDOERFER 


Stuart B. Burgdoerfer, 
Executive Vice President, 
Chief Financial Officer 


Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the 
following persons on behalf of the registrant and in the capacities indicated on February 2, 2008: 


Signature 


/s/ LESLIE H. WEXNER* 
Leslie H. Wexner 


/s/_ EE. GORDON GEE* 


E. Gordon Gee 


/s/ DENNIS S. HERSCH* 


Dennie S. Hersch 


/s/_ JAMES L. HESKETT* 


James L. Heskett 


/s/ DONNA A. JAMES* 


Donna A. James 


/s/_ DaAvip T. KOLLAT* 


David T. Kollat 


/s/_ WILLIAM R. LOoMIS, JR.* 
William R. Loomis, Jr. 


/s/ JEFFREY H. Miro* 


Jeffrey H. Miro 


/s/ JEFFREY B. SWARTZ* 
Jeffrey B. Swartz 


/s/_ ALLAN R. TESSLER* 


Allan R. Tessler 
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Title 


Chairman of the Board of Directors and 


Chief Executive Officer 


Director 


Director 


Director 


Director 


Director 


Director 


Director 


Director 


Director 


Signature Title 


/s/_ ABIGAIL S. WEXNER* Director 
Abigail S. Wexner 


/s/_ RAYMOND ZIMMERMAN* Director 


Raymond Zimmerman 
* The undersigned, by signing his name hereto, does hereby sign this report on behalf of each of the above- 
indicated directors of the registrant pursuant to powers of attorney executed by such directors. 


By /s/ MARTYN R. REDGRAVE 


Martyn R. Redgrave 
Attorney-in-fact 
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Limited Brands 


COM PANY 
INFORMATION 


Executive Officers 


Leslie H. Wexner 
Chairman and Chief Executive Officer, 


Limited Brands, Inc. 


Jane L. Ramsey 
Executive Vice President, Human Resources, 


Limited Brands, Inc. 


Stuart B. Burgdoerfer 
Executive Vice President and Chief Financial Officer, 


Limited Brands, Inc. 


Martyn R. Redgrave 
Executive Vice President and Chief Administrative Officer, 


Limited Brands, Inc. 


Diane L. Neal 
Chief Executive Officer, 
Bath and Body Works 


Board of Directors 


Sharen J. Turney 
President and Chief Executive Officer, 


Victoria’s Secret 


Leslie H. Wexner 5 
Chairman and Chief Executive Officer, Limited Brands, Inc. 
Columbus, Ohio 


William R. Loomis Jr. 1,3 
Investor 


Santa Barbara, California 


E. Gordon Gee 
President, The Ohio State University 
Columbus, Ohio 


Jeffrey H. Miro 2,4 
Partner, Honigman Miller Schwartz and Cohn LLP 
Bloomfield Hills, Michigan 


Dennis S. Hersch 3 
President, N.A. Property, Inc. 
New York, New York 


Jeffrey B. Swartz 2 
President and Chief Executive Officer, 
The Timberland Company 


Stratham, New Hampshire 


James L. Heskett 2,4 Allan R. Tessler 1,3,4,5 
Baker Foundation Professor Emeritus, Graduate School of Chairman and Chief Executive Officer, 

Business Administration, Harvard University International Financial Group, Inc. 

Boston, Massachusetts Wilson, Wyoming 

Donna A. James 14 Abigail S. Wexner 3 
Managing Director, Lardon & Associates, LLC Attorney at Law 

Columbus, Ohio Columbus, Ohio 

David T. Kollat 3 Raymond Zimmerman 1,3 


Chairman, 22, Inc. 
Westerville, Ohio 


Member of the Audit Committee 


Member of the Compensation Committee 


1 

2 

3 Member of the Finance Committee 

4 Member of the Nominating and Governance Committee 
5 


Member of the Executive Committee 


Chairman and Chief Executive Officer, 99¢ Stuff, Inc. 


Boca Raton, Florida 


Company Information 


Headquarters 

Limited Brands, Inc. 
Three Limited Parkway 
Columbus, Ohio 43230 


614.415.7000 


www.LimitedBrands.com 


Annual Meeting of Shareholders 
9:00 a.m./Monday, May 19, 2008 
Three Limited Parkway 
Columbus, Ohio 43230 


Stock Exchange Listing 
New York Stock Exchange 
Trading Symbol “LTD” 


Independent Public Accountants 
Ernst & Young LLP 
Columbus, Ohio 


Stock Transfer Agent, Registrar and Dividend Agent 
BNY Mellon Shareholder Services 

P.O. Box 3338 

South Hackensack, NJ 07606-1936 


shrrelations@mellon.com 


Limited Brands, Inc. 
Founded 1963 


as of February 2, 2008 

Number of associates: 97,500 
Approximate shareholder base: 175,000 
© 2008 Limited Brands 


Anticipated Monthly Sales & 


Information Requests 

Limited Brands/Investor Relations 
Three Limited Parkway 
Columbus, Ohio, 43230 


614.415.6400 


www.LimitedBrands.com 


Quarterly Earnings Dates for 2008 


February 03.06.2008 Ist Quarter Earnings 05.22.2008 Live webcasts of the quarterly 
earnings conference calls can be 
March 04.10.2008 2nd Quarter Earnings 08.21.2008 
accessed through our Web site, 
April 05.08.2008 3rd Quarter Earnings 11.20.2008 www.LimitedBrands.com. 
May 06.05.2008 4th Quarter Earnings 02.26.2009 ; 
Audio replays of both monthly sales 
June 07.10.2008 and quarterly earnings conference 
calls can be accessed through our 
July 08.07.2008 
Web site, www.LimitedBrands.com, 
August 09.04.2008 or by dialing 1-866-NEWS-LTD 
(1-866-639-7583). 
September 10.09.2008 
October 11.06.2008 
November 12.04.2008 
December 01.08.2009 


January 02.05.2009 


NYSE Certification Statement 


Our Chief Executive Officer and Chief Financial Officer 
have filed the certifications required by Section 302 of 

the Sarbanes-Oxley Act of 2002 with the Securities and 
Exchange Commission as exhibits to our Form 10-K for the 


fiscal year ended February 2, 2008. In addition, our Chief 


About this Report 


Executive Officer filed a separate annual certification 
to the New York Stock Exchange following our annual 


shareholders’ meeting on May 21, 2007. 


Environmental Savings 

This annual report is produced with environmentally 
friendly processes and products. The paper for the cover 
and Chairman’s Letter contains 30% post-consumer waste 


and the paper for the 10-K is 100% post-consumer waste. 


The environmental savings from using recycled 
content paper is: 
371 fewer trees used 
135,449 fewer gallons of water consumed 
255 million BTUs of energy saved 
17,771 fewer pounds of solid waste generated 


40,370 fewer pounds of atmospheric emissions 


Design 
Integrate, Inc. in partnership with 
Limited Brands, Inc./Brand and Creative Services 


www.integrateinc.com 


Printing 
ColorDynamics 


www.colordynamics.com 


© Mixed Sources 
Product group from well-managed 
forests, controlled sources and 
recycled wood or fiber 


FSC www.fsc.org Cert no. SW-COC-2050 
© 1996 Forest Stewardship Council 
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